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ARE GENERAL FIRE 
INSURANCE CARRIERS 


@ The Mill Mutual Companies 
have returned $20,086,443 to 
policyholders in dividends and 
paid $26,989,924 for losses dur- 
ing the years 1931,’32 and 733. 
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MUTUAL FIRE PREVENTION BUREAU 

230 East Ohio St. t-3 Chicago, Ill. 

A service organization maintained by the 
Mill Mutuals. 








JouRNAL OF AMERICAN INSURANCE 











T’S a universal process. We all select 
people and things both in our personal 
and business activities. 


The selective process as applied to 
mutual insurance merely means the 
exercise of judgment in securing normal 











SELECTION 


REFLECTIONS OF SELECTION AT STEVENS POINT 
Dividends to policyholders in 1933 


HARDWARE MUTUAL CASUALTY COMPANY 


Home Office: Stevens Point, Wisconsin 


risks both as to moral and physical 
hazards. 


It is quite natural for a mutual corpo- 
ration to use judgment in the matter of 
selecting risks since a mutual policyholder 
is definitely more than a customer. 


$1,078,798.42 
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ATLANTIC MUTUAL 
RECOGNIZES AND PAYS 
COMMISSION to BROKERS 


Atlantic Mutual accepts busi- 
ness from brokers and pays 
commissions in the same manner 
as other Companies. 

Atlantic Mutual is strong finan- 





Marine Insurance , 


For Over 90 Years 








Ocean cially and writes a non-assessa- 

ble profit sharing policy, at the 

Inland usual market rates. Present cash 
dividend 15%. 

Yacht This Company is the largest 

Transportation mutual marine and transporta- 





tion insurance Company in the 
World, and is over 90 years old. 








Write our Brokerage Department 
for detailed information 


Atlantic Mutual 


Insurance Company 
Chartered 1842 


175 West Jackson Blvd., Chicago, IIl. 
Home Office: 49-51 Wall Street (Atlantic Bldg.) N. Y. 


BRANCHES 


Boston Cleveland Philadelphia Baltimore Washington 
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THIS MONTH 


QOvur editorial on Page five, ‘The 
Ghost At The Banquet Table," calls at- 
tention to a significant sign of the 
times. 


"Mortgagees and Mutual Insurance” 
(on page six) is an effective discussion 
of this subject, by Prof. George W. 
Goble, a new comer to our pages, from 
the University of Illinois. He takes the 
opposite point of view from that stated 
in a certain opinion widely quoted by 
stock company publications. 


Some very interesting differences in 
the statutes of a number of states, cov- 
ering the rules and practices of Work- 
men's Compensation Insurance are set 
forth in a clear analysis by Prof. Ralph 
H. Blanchard on Page 15. 


The difficult topic of ‘Valuation of 
Investments’ is given thorough treat- 
ment by John J. Magrath writing in 
most understandable style. See this 
on Page 19. 


Another answer to a controversial 
subject is that by John M. Leavens who 
argues for the affirmative side of the 
"Orthodoxy of Unearned Premium Re- 
serves, debate. (Page 25.) 


NEXT MONTH 


In the current issue the ‘Bunk of the 
Month" page is omitted in favor of 
other articles, but in July this depart- 
ment is to explore more deeply than 
before, both the ludicrous and serious 
aspects of popular bits of misleading 
propaganda. 


Other features of unusual interest 
are in preparation for the next number 
including further educational articles 
by outstanding authorities. 
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N common with most other business men, insurance 

executives and agents like to hold annual conven- 

tions of their associations at which occasions they 
look back with pride and forward with optimism. Un- 
fortunately, the natural pleasure which the stock com- 
pany men take in such harmless amusement has been 
greatly lessened in 1934 by reason of a great fear which 
has come upon them. Somewhere in 
the back of their minds, never entirely 
quiet, is a realization of the fact that 
the steady progress of mutual insur- 
ance companies in the fire and casualty 
fields threatens their established busi- 
ness. So predominant has the fear of 
mutual competition become that the 
subject occupies a large part of the 
program at every agents convention. 
Like small boys whistling in the dark 
to keep up their courage, various of 
the agency and company leaders take the platform to 
give involved and spirited addresses on how to meet 
mutual competition. 

Let us consider the record of the first few months of 
1934. The National Association of Insurance Agents 
had a mid-year meeting in Louisville and prominent on 
the program was a speech on mutual competition de- 
livered by Mr. Greeno of Rochester. The Texas Asso- 
ciation of Insurance Agents heard George A. Adams 
discuss the progress of the mutuals in the lone star State 
and give advice on what steps can be taken to meet them. 
The Western Underwriters Association listened to a 
report by John T. Harding, Chairman of its Public 
Relations Committee, in which he stated that the work 
of his committee during the past six months had cen- 
tered almost entirely on assisting agents to meet the 
increasing drive of non-stock companies. The Illinois 
Insurance Agents Association called upon a self-ap- 
pointed expert, Wellington Potter of Rochester, to assist 
them and he explained the methods which he feels are 
most successful in competing with the mutuals. A com- 
pany executive, H. G. Seibels, President of the Birming- 
ham Fire of Alabama, did his best to enlighten the agents 
of Alabama on how to hold back the inevitable. The 
New York Association of Insurance Agents meeting, in 
the home town of Messrs. Greeno and Potter, was 
almost entirely devoted to the subject of mutual com- 
petition and mutual company representation, with a 


@ STOCK INSURANCE AGENTS 
@ GREATLY DISTURBED BY 


THE GHOST AT THE 
BANQUET TABLE 
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strong faction in favor of agents representing mutual 
companies. C. W. Pierce, crusading vice-president of 
the America Fore group, spoke before the Florida Local 
Underwriters Association. Last of all, the National 
Underwriter of June 7 begins its story of the meeting 
of the Southeastern Underwriters Association by saying, 
“Mutual competition occupied practically all the time of 
the annual meeting of the Southeastern Underwriters 
Association here today, as well as the two preceding 
days session of the Executive Committee.” 

It takes very little investigation to discover the reason 
why the stock agents and executives are so concerned 
about mutual competition. The data on premiums writ- 
ten for 1933 and for the preceding year show such 
an unmistakable trend to the mutual form of protection 
that their present alarm is well justified. For example, 
the Spectator in its issue of May 3 had an article on 
the fire insurance trend during the past ten years, in 
which it stated that “the premiums written by all stock 
fire insurance companies in this country fell from $889,- 
639,438 in 1923 to $628,300,208 in 1933. This was a 
drop of $261,339,230 during the decade. [Premiums 
representing the business written by all fire insurance 
mutuals approximated $105,114,113 in 1923. By 1933 
these had increased to about $135,000,000. This was a 
gain in mutual premiums of $29,885,887 during the 
period.” 

The progress made by the mutuals becomes even more 
striking when we reduce these figures to percentages. 
The domestic stock fire insurance companies in this 
decade had had a loss 
of 29.3 per cent in 
their premiums, while 
the premium loss of 
the United States 
branches of foreign 
fire and marine com- 
panies was 34.7. Con- 
trast this with the in- 
crease of 28.4 per cent 
in the premium vol- 
ume of the mutual fire 
insurance companies during the same decade. These 
figures clearly demonstrate that the swing toward mutual 
fire insurance is clear and unmistakable. Data in our 
possession indiate that the trend is constantly accelerat- 
ing and that, as soon as complete figures on 1933 busi- 
ness are available, it will be proved that the mutual gain 
last year was larger than that of any year in the past 
decade. ’ 

N the field of casualty insurance the trend toward the 
] mutual companies is even stronger. The 1934 Argus 

Chart contains a summary of the business written by 
both the stock and. mutual companies, subdivided by lines. 
Eliminating the figures on accident and health, which 
is written perhaps in greatest volume by life insurance 
companies and associations organized solely for that pur- 
pose, it will be found that the business of the stock com- 
panies during 1933 was $28,148,253 less than that of 
1932, while the mutual companies showed a premium 
gain of $3,810,619. Reduced to percentages it will be 
found that the stock companies had a loss in volume of 
5.2 per cent, while the mutual companies had a gain of 
4 per cent. Analyzing the figures by line it will be 
found that the mutual companies showed a gain in 1933 
in automobile liability, automobile property damage, lia- 
bility other than auto, fidelity, surety, plate glass, bur- 
glary and theft, steam boiler and machinery insurance. 
The mutual premium volume in workmen’s compensa- 





6 


tion was slightly under the amount 
written in 1932. The stock company 
figures, when similarly analyzed, 
show a gain in liability other than 
auto, workmen’s compensation, plate 
glass, steam boiler, machinery, and 
miscellaneous lines. In the two 
major lines of automobile liability 
and workmen’s compensation their 
loss was quite substantial and most 
of the gains were comparatively 
small. 

ven more striking, because of the 
source, were the figures on automo- 
bile insurance released by the New 
York Insurance Department, show- 
ing the business of all companies who 
report to the New York Insurance 
Department, These figures proved 
that during 1933 the mutual com- 
panies had made gains in premium 
volume in every automobile line, 
while the stock companies had suf- 
fered losses in every automobile line. 
The total showed that the mutual 
companies had an increase in auto- 
mobile premiums of approximately 
$3,700,000 while the stock companies 
had a decrease in premiums of slightly 
less than $30,000,000. 


f. are most interested, not in 
these figures considered by 
themselves but in their significance 


as signs and _ portents for the 
future. The mutual gain during 


1933 in the casualty field was not a 
major part of the stock company loss. 
Preliminary reports of 1934 business 
indicate that the stock companies 
during this year will show a definite 
increase in premium volume in both 
the fire and casualty fields. It would 
be an exaggeration, therefore, to 
forecast the elimination within the 
next decade of the stock company or 
its producing force. If the mutual 
companies were to double their busi- 
ness within the next ten years, as 
seems quite probable, and all of their 
growth was at the expense of the 
stock companies, the stock companies 
would still remain strongly in the 
field. 

\dmitting, therefore, that the stock 
company executives need not fear the 
immediate extinction of their com- 
panies, let us look for other reasons 
for their very apparent distress at the 
growth of the mutual companies. A 
stock insurance company exists pri- 
marily for the sake of profit. The 
main reason why the stock companies 
are almost paralyzed with fright at 
the advance of the mutual companies 
is that the continuation of that ad- 
vance for a few years more will doa 
great deal to wipe out the profits of 

(Continued on Page 28) 
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Running Comment on What Is In the Magazines 
and the Mail That Comes to the Desk of the Editor. 


Why Is the Wherefore of 
Freak Coverages? 


WIDELY CIRCULATED IN THE INSUR- 
\NCE PRESS IS THE STORY OF A MORE 
or less famous golfer who had him- 
self insured against making a hole 
in one. It seems that in the club he 
most frequents it has become a tradi- 
tion for those who make such an 
ace shot to stand the expense of a 
champagne supper, which totals the 
tidy sum of $250. Many a man, of 
course, would gladly disgorge the two 
fifty for the privilege of having such 
renown, but the canniest idea is to 
provide against the major outlay 
should the perfect shot happen to be 
accomplished. 


Another forward looking man, 
strangely enough [English instead of 
Scotch, took out a policy guaranteeing 
him a substantial amount if he ever 
encountered a ghost. This on the 
theory that such an apparition would 








certainly scare him to death and the 
insurance would help to bolster up 
his estate. 


Freak insurance coverages are not 
rare but the two here noted are of 
such extreme novelty as to challenge 
even a jaded interest in such matters. 
It is pertinent to inquire at this point. 
why will people conjure up these 
bizarre contingencies from which to 
seek protection and overlook the 
needs much more readily seen. The 
business man, for instance, who fears 
the consequences of a_ hole-in-one 
might better fear the possible disaster 
that could be avoided by use and 
occupancy insurance, and he certainly 
runs a much greater chance of being 
nicked for damages for hitting a 
fellow player with a golf ball, than 
he does of having to stand the cost of 
a champagne supper growing out of 
a highly improbable deluxe drive. 
But wouldn’t it be a dull world if 
all of us had perfect judgment! 











Deny Rehearing in Missouri 

THE MISSOURI SUPREME COURT 
REJECTED A MOTION BY COUNSEL FOR 
the stock fire insurance companies 
seeking a rehearing of the decision of 
May 4th which sustained the jurisdic- 
tion of the Cole County Circuit Court 
in ordering the companies to make 
full restitution to their policyholders 
of all excess premiums collected be- 
tween November 15, 1922 and Aug- 
ust 9, 1929 in violation of a 10% re- 
duction order by the Insurance De- 
partment which was later sustained 
by the court. 

This decision of the Supreme 
Court permits the Circuit Court to 
proceed immediately with the en- 
forcement of its order by obtaining 
an accounting of the sums still due 
policyholders, together with interest 
thereon. [stimates of the amount 
involved range up to as highas $5,000.- 
000. The total excess premiums col- 
lected in the period named was $13,- 
087,619, and Circuit Judge Sevier 
entered a judgment for the full 
amount plus $5,586,177 interest, but 
this total will be modified by credit 
for premiums already paid back. 


New Jersey U. and O. Forms 


A GENERAL REVISION OF RATES AND 
FORMS IN NEW JERSEY IHIAS JUST 
been put into effect by the Schedule 
Rating Office, including‘the reduction 
of the number of Use and Occupancy 
forms from eight to two. The forms 
retained are the coinsurance forms, 
and those eliminated are the per diem, 
the weekly, and the seasonal forms 
for both manufacturing and mercan- 
tile risks. The Schedule Rating Of- 
fice said that the consensus was that 
the coinsurance forms were “most 
equitable for both insurer and in- 
sured and much preferred to any 
other.” 

There was a general downward 
revision of minimum rates in certain 
protected areas. Because of a com- 
plete new method of grading town 
fire protection and establishing clas- 
sification, the alphabetical designa- 
tions in class rates have been revised. 

e@ @ °@ 


Fire Deaths in Homes 

AN .ANALYSIS MADE OF FIGURES 
PREPARED BY THE NATIONAL FIRE 
Protection Association revealed that 
more than 75% of the losses of life 
from fires occurred in dwellings, and 
that of these more than one-third 
were children. While the casualties 
resulting from fires in rural dwellings 
reached the high total of 37% from 
all kinds of ‘fires, it is also true that 
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the death in city dwellings, including 
every type of apartment house, hotel 
lodging, and tenement will total a 
similar percentage. [or city dwell- 
ings alone, which fall into the cate- 
gory of individual homes, the pro- 
portion of fatalities from fires is but 
53% of the casualties in rural dwell- 
ing fires. 

The next largest individual cause 
of fatalities is automobile fires which 
accounted for 4% of the deaths. 
Other important items for the first 
three months of this year, on which 
the percentages are based, are fires 
in institutions, airplane fires and 
deaths due to responding to false 
alarms, 


FIRE 
NEWS 


Mutual Companies Gain 
_in California 

FIGURES TAKEN FROM THE ADVANCE 
REPORT OF INSURANCE COMMISSIONER 
IS. Forrest Mitchell of California, 
show that mutual fire and marine 
companies during 1933 had an in- 
crease of $73,914 in net premiums 
received while farm county mu- 
tuals show a gain of $9,355. The 
premiums of stock companies, on the 
other hand, showed a decrease of $7,- 


318,397. 


Dalton is President of 
Paper Mill Mutual 


THE BOARD OF DIRECTORS OF THE 
PAPER MILL MUTUAL INSURANCE 
Company on June Ist announced the 
election of Marshall B. Dalton as 
president. Mr. Dalton is president of 
the Boston Manufacturers Mutual 
Fire Insurance Company and _ for 
many years has been prominent in the 
activities of the Liberty Mutual In- 
surance Company as vice-president. 


Fire Loss Low in 1933 


W. M. HOFFMAN, CHAIRMAN OF 
THE COMMITTEE ON STATISTICS AND 
Origin of Fires, gave an interesting 
report to the National Board of Fire 
Underwriters on the reduction in fire 
losses during 1933. He stated that 
according to the estimates of the ac- 
tuarial bureau the total loss in 1933 
was $269,778,480, the smallest since 
1916 and a decrease of $131,081,074 
or 32.7 per cent from 1932. 

This marked decline in destruction 
he finds attributable to several fac- 
tors, such as lower property values, 
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small stocks, decreased insurance, 
and a promulgation of the rule for 
30-60 day deferred payment of losses 
recommended to the membership. He 
pronounced this policy as undoubted- 
ly a large contributing element to the 
contraction in fire waste. 

The per capita loss of the United 
States for 1933 was $2.15 as com- 
pared with $3.21 the previous year, a 
decline of 33.2 per cent. The 461 
cities whose records appear in tables 
submitted by him show a combined 
per capita loss of $1.51 against $2.22, 
or a 32 per cent drop. 

Mr. Hoffman’s report stated that 
the average loss per fire last year 
dropped 29.30 per cent, from $325.52 
to $229.96. The cities whose per 
capita losses exceed $5 are grouped 
fairly uniformly by sections thus: 
New England—3, Pacific Coast—3, 
Middle West—2, South—1, and Mid- 
dle Atlantic—1l. [Exposure losses in 
the larger cities have been running 
uniformly low; Baltimore 4.78 per 
cent; Chicago 3.74 per cent; Cleve- 
land 2.81 per cent; Boston 1.82 per 
cent; with Philadelphia distinguishing 
itself in the opposite direction with 
an exposure loss of 11.98 per cent. 
The foreign per capita losses from 
fire are still far lower than ours. Lon- 
don figures are 83c; those of Stutt- 
gart 23c, Stockholm 5le, and Vienna 
only 5¢ per capita, 


Mutual Insurance on California 


School Property Upheld 


THE COUNTY MUTUAL FIRE INSUR- 
ANCE COMPANIES OF CALIFORNIA WON 
a decision in the lower courts when 
Superior Judge Miller handed down 
a‘ decision denying a petition for an 
injunction to prevent the payment of 
premium by a school board to the 
Farmers Mutual Protective Insurance 
Company, a county mutual. The suit 
for the injunction, was brought by J. 
H. Miller as a taxpayer on the ground 
that the payment of premium would 
be a violation of the provision in the 
State Constitution forbidding any 
political subdivision from pledging 
its credit for the benefit of private 
persons. It was contended that the 
assessment liability attached to mem- 
bership in a county mutual consti- 
tutes a pledging of the school district 
credit for the benefit of other policy- 
holders. The correctness of this 
theory was denied by the Judge’s 
opinion, 

Appeal will be taken to the higher 
courts for the purpose of seeking to 
establish definitely the right of the 
county mutuals to insure school prop- 
erty. 
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Grain Elevator Heads Told 
of Dust Explosion Hazards 


DR. DAVID J, PRICE IN CHARGE OF 
THE CHEMICAL ENGINEERING DIVI- 
sion of the Bureau of Chemistry and 
Soils in an address before the Society 
of Grain Elevator Superintendents of 
North America at their meeting in 
Chicago, told of investigation of 
seven dust explosions in grain hand- 
ling factories which have killed 16 
persons, injured 36 others and caused 
losses of stocks and property amount- 
ing to more than $1,000,000 since last 
January. The data gathered affords 
valuable information which will help 
the engineers of the United States 
Department of Agriculture to de- 
velop more effective methods of ex- 
plosion prevention. 

In the last 18 years there have been 
more than 367 dust explosions in con- 
nection with the handling, milling, 
and processing of products largely of 
agricultural origin, said Dr. Price. In 
these explosions 297 persons were 
killed and 660 were injured. The 
property losses amounted to $32,- 
705,650. 

The economic significance of re- 
search work on dust explosions, says 
Dr. Price, can be appreciated when it 
is known that the dust explosion haz- 
ard exists in more than 28,230 manu- 
facturing plants, handling products 
principally of agricultural origin. In 
addition to these plants more than 
25,000 country grain-handling plants, 
with a capital investment of $450,- 
000,000 are subject to grain-dust 
fires and explosions. Reviewing the 
causes of recent explosions, Dr. Price 
said that lessons learned from them 
include the fact that barley malt dust 
must be reckoned with as an increas- 
ing source of danger as shown by 
this year’s fatal explosion in a malt- 
ing plant in Buffalo and particularly 
in view of the rapid increase of the 
malting industry. The importance of 
periodical inspections, by fire depart- 
ments, of industrial plants where 
combustible dusts are created during 
mill operations has become more evi- 
dent. The need for adequate venting 
area in the workhouse of every grain 
elevator has also been strikingly dem- 
onstrated, 

The importance of removing for- 
cign material from grain, of keeping 
all storage bins closed, of protecting 
electrical appliances and equipment, 
and of systematic inspection of grain 
during storage periods are other facts 
which the disastrous explosions of 
1934 have emphasized. 

Dr. Price said that although pre- 
liminary tests by the Bureau of 
Chemistry and Soils have indicated 
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that a venting area of approximately 
1'4 square feet to every 100 cubic 
feet of volume could effectively re- 
duce damage from grain-dust explo- 
sions, it is essential that safety ratios 
be established for dusts from other 
agricultural products. 


Philadelphia Wins Fire 
Waste Contest 


AT A CIVIC GATHERING IN PHILA- 
DELPHIA JUNE 4, 1934, MAyYoR J. 
Hampton Moore was presented with 
the bronze plaque which Philadelphia 
won in the 1933 Inter-Chamber lire 
Waste Contest. The presentation 
was made by T. I. Cunneen, man- 
ager of the Insurance Department of 
the Chamber of Commerce of the 
United States. Members of the Fire 
Prevention Committee of the Phila- 
delphia Chamber, officials of the fire 
department and other leaders in civic 
affairs attended a ceremony presided 
over by George W. Elliott, general 
secretary of the Philadelphia Cham- 
ber of Commerce. 

This is the fourth time Philadelphia 
has won in the Inter-Chamber Fire 
Waste Contest conducted by the Na- 
tional ‘ire Waste Council, an affiliate 
of the Insurance Department of the 
National Chamber. Philadelphia was 
a winner in 1927, 1929, 1932 and 
1933. More cities than ever before 
competed in 1933 and their programs 
on the whole were better balanced and 
more scientifically planned than the 
programs submitted in earlier years. 
The contest has been an effective me- 
dium for stimulating the action of 
business men on fire waste problems. 
The participants are divided into six 
classes according to the population of 
their cities. Credit is given in the 
contest for reduction of fire losses, 
for educational activities and for per- 
manent improvements in building 
construction and general fire protec- 
tion. 

ee ®@ 


Code for Insurance Denied 


THE N.R.A. HAS ANNOUNCED THAT 
iT WILL NOT UNDERTAKE THE FOR- 
mulation of a code of fair competi- 
tion for the insurance business but 
such companies will continue under 
the President’s Re-employment 
Agreement. This is the first instance 
where the administration has failed 
to draw up a code of fair competition 
upon request. 

A number of conferences have re- 
cently been held by C. E. Adams, 
Deputy Administrator in Charge of 
Insurance and Finance Codes, fol- 
lowing discussions previously con- 


ducted with insurance executives and 
state officials at which the latter pro- 
tested at any federal action which 
would invade their field of regulation. 

The only code filed which presented 
fair trade practice provisions was that 
of the stock agents. In announcing 
its decision not to provide such a 
code for the insurance business the 
N.R.A. issued the following state- 
ment: 

“The National Recovery Admini- 
tration has been studying the whole 
question of insurance codes for some 
months. The great majority of the 
companies, as well as the individual 
agents and brokers, were among the 
first to subscribe to the President’s 
re-employment agreement. Also at 
an early date six groups of com- 
panies, one association of agents and 
a group of six associations of brokers 
submitted codes containing hour and 
wage provisions, practically identical 
with those of the President’s re-em- 
ployment agreement, but containing 
no fair trade practice provisions. 


“The approval of codes practically 
identical with the President’s re-em- 
ployment agreement seems at this 
time unnecessary, as such approval 
obviously would not result in further 
increased employment or spending 
power and would entail certain ex- 
penses in connection with public 
hearings and administration. 

“The insurance companies, insur- 
ance agents and brokers sell a variety 
of services, in many instances highly 
complicated in detail and difficult for 
the purchaser of insurance to under- 
stand. The states have long recog- 
nized this and have placed the busi- 
ness under strict regulation supported 
by appropriate state legislation. 

“The National Recovery Adminis- 
tration recognizes the difficulties and 
the expense of administering a code 
with fair trade practice provisions in 
connection with a service industry. 
However, if a so-called service indus- 
try is practically unanimous in desir- 
ing such a code, and can submit one 
which is practical from the point of 
view of administration, it would sure- 
ly be given every consideration. Fur- 
ther, the National Recovery Admin- 
istration might feel the necessity as a 
measure to protect the public welfare 
to impose a code upon a service in- 
dustry, even if a truly representative 
group of such industry can not agree 
upon the terms of such a code. 

“Neither of the above cases ap- 
plies to the insurance field. The 
National Recovery Administration 
studies thus far indicate that a code 
with fair trade practice provisions is 
not necessary to regulate the insur- 
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ance’ business of the country, and up 
to the present only one proposed code 
has been submitted from the insur- 
ance field containing fair trade prac- 
tice provisions and that by a single 
group of insurance agents. 

“In view of the above facts the Na- 
tional Recovery Administration has 
determined that the sound course to 
follow is to continue to rely on the 
President’s re-employment agreement 
for preservation of the minimum 
labor standards in the insurance busi- 
ness and to proceed no further with 
codes for this business. Any change 
from this attitude could only be ef- 
fected by the submission of convine- 
ing facts that a different course on 
the part of the National Recovery 
Administration was essential to the 
public welfare. 

“Insurance companies, agents and 
brokers, should use the Blue Eagle, 
which they are authorized to do by 
continuing under the President’s re- 
employment agreement or by signing 
and living up to that agreement in 
case that has not already been done.” 


CASUALTY 
NEWS © 0 


New York Compensation Bill 

ACCIDENTS COST INDUSTRY IN NEW 
YORK DURING 1933 aBoutT $100,000,- 
000 according to statistics issued by 
the State Department of Labor. Of 
this amount approximately $25,000,- 
000 was spent for compensation 
alone. It is generally agreed that the 
total cost of accidents, including the 
expenses of medical care, lost time, 
lowered plant efficiency, etc., is four 
times the compensation cost, or about 
$100,000,000. The report pointed out 
that about 1%, or 1,300 of the com- 
pensated industrial accident cases re- 
sulted in death. The average cost of 
compensation for each worker killed 
was $6,147. The total from this 
cause alone was more than $8,000,000. 


Utica Mutual Celebrates 


Twentieth Anniversary 
THE UTICA MUTUAL INSURANCE 
COMPANY CELEBRATED ITS TWEN- 
tieth anniversary with a golf tourna- 
ment and a banquet on June 1. John 
l.. Train, General Manager of the 
Company, was presented with a hand- 
some chair by the employees. Twenty- 
year service pins were presented to 
President D. DeW. Smyth, to Mr. 
Train, to Mr. W. C. Tucker of the 
legal Department, and Mrs. Ethel Kk. 
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Wood. A number of the other em- 
ployees received pins for service with 
the company for fifteen and ten 
years. 

ee @ 


Bureau Sets Aggregate Limit 

THE NATIONAL BUREAU OF CASU- 
ALTY & SURETY UNDERWRITERS HAS 
set a basic aggregate limit of $25,000 
for product public liability and in- 
demnity, applicable to all classifica- 
tions ; the regular limits of $5,000 per 
person, and $10,000 per accident to 
apply in addition to the aggregate 
limit. The basic aggregate limit for 
manufacturers and contractors prop- 
erty damage liability is $10,000; the 
regular limit of $1,000 per accident 
applying in addition. [Excess limits 
under both types of coverage may be 
provided for upon payment of an ad- 
ditional premium. 


Financial Responsibility Laws 


in Many States 
THE ADOPTION OF FINANCIAL RE- 
SPONSIBILITY LAWS IN A NUMBER OF 
the states and provinces gives point 
to the following table of such states 
with the year in which the law was 
enacted. 


Law 
State Enacted 

We EN METERS Siceva:lopwlaveiereieuerenerays 1929 
COURECHCHE «2 6 6cs.c bss deene 1926 
PC ROERES ns 5 cid anele's varcusieee 1931 
PICEA 5 aid oveieieiclcsio eactiesowe 1931 
PRN oS stod cb oaic a Saree 1929 
UII se So Sis igs igtoesighor-acRi emer 1929 
MOUND oc vet etiendeuswen 1932 
EE cn eseekewesaeeenn 1933 
TRIS OUIER: 6.5. 6 :é.s os sis se sae Sess 1927 
SACUNNMN ro cacao silencing gceeeee 1931 
New Hampshire ........... 1929 
oe . SPE eer es 1931 
PVBW OUI sie sicince bss sieoredieeua 1930 
ING. “CREO: 5 aoe comenieanens 1931 
LP ree 1929 
eee ae 1933 
RHGGS SIAN... <..csiesccceeinen 1929 
ge oa rr 1931 
WGUINMINE cc. <:5 sida tina eaieeen 1929 
are rrrrrrr er 1932 
EEE -.okc0ksc0eneee one 1931 
oS en eee aera recent 1933 
PROVINCES: 
| ne reer 1933 
British Columbia. ......00 600 1932 
DT iii nics aioe wo. 50a orne 1930 
New Prunswick........<6s 1932 
POUR OCOEIN, <<. os.c.0d-scenieee 1932 
Ry) 5... 10s ows ovals ae 1930 
Prince Edward Island...... 1930 
SaSAtCHE WAN. 6ck60.6.0:010 eee 1933 


The following will accept only 
policies of admitted companies: Cali- 
fornia, Connecticut, Nebraska, New 
Hampshire, New York, Pennsyl- 
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vania, Rhode Island, Vermont, Ha- 
waii, British Columbia, Alberta, New 
Brunswick and Prince Edward Is- 
land. The statutes of these states 
permit accepting policies of nonad- 
mitted companies; Indiana, Mary- 
land, Michigan, Minnesota, New Jer- 
sey, North Carolina, Wisconsin, 
Manitoba, Ontario, Nova Scotia and 
Saskatchewan. No provision as to 
the admission or non-admission of 
companies with which insurance is 
carried appears in Delaware, lowa, 
Maine, North Dakota, South Dakota 
and Virginia. 
ee ®@ 


New Director for Allied 
American Mutual Fire 


CHARLES F, MARBLE, OF WORCES- 
TER, MASS., TREASURER OF THE 
Curtis and Marble Machine Company 
and director of the American Mutual 
Liability Insurance Company of Bos- 
ton has been elected to the board of : 
directors of its associate, the Allied 
American Mutual Fire Insurance 
Company. Home offices of both com- 
panies are in Boston, at 142 Berkeley 
St. 

Mr. Marble replaces T. Jefferson 
Coolidge, former vice president of 
the First National Bank of Boston 
who, for seven years until he became 
Undersecretary of the Treasury, has 


served both American Mutual and 
Allied American Mutual as a di- 
rector. 


New Auto Manual Released 


A NEW AUTOMOBILE CASUALTY 
MANUAL WHICH WILL REPLACE THE 
1928 volume in its entirety has been 
distributed by the National Bureau 
of Casualty and Surety Underwriters 
to become effective on June 4. The 
Manual consists of two sections, one 


a condensed volume for producers and 


the other a complete manual for 
home offices, branches, and general 
agencies. 

The condensed manual was issued 
to meet the ordinary needs of the pro- 
ducer. It is a compact volume con- 
taining all essential information for 
handling ordinary risks and gives all 
the rules on the more common type 
of automobile risks. With each there 
is a state-rate territory section, com- 
plete in every respect, containing the 
necessary information for all im- 
portant rate classifications, increased 
limit charges, and territorial defini- 
tions, The complete manual contains 
all the rules and rates for writing au- 
tomobile bodily injury and property 
damage liability insurance. In both 
manuals all rules have been redrafted, 
clarified, and additional information 
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added. The order has been rear- 
ranged in order to meet the needs 
of producers and underwriters. In 
the clarification of the rules, the gen- 
eral term “public liability” has been 
changed to “bodily injury liability” 
and “excess limits” is now “increased 
limits.” The omnibus coverage is 
now referred to as “additional inter- 
est coverage” or “coverage for addi- 
tional interest.” 

Both manuals are in two principal 
sections—the rule section and the 
rate section. In the condensed man- 
ual there are definitions of the most 
important classifications, the forms 
of coverage, limits of liability, inter- 
est covered and territorial extent of 
coverage. The general rules include 
the policy period rule and the short 
rate table, the rules on changes in the 
policy during the policy period, sus- 
pension of coverage and determina- 
tion of rating territory. 

ee @ 


Election in Kemper 


Organizations 

FOLLOWING ANNUAL MEETINGS OF 
POLICYHOLDERS, BOARD OF DIRECTORS 
and advisory board of the Lumber- 
mens Mutual Casualty Company of 
Chicago, President James S. Kemper 
announced the election of William 
Butterworth, Chairman, Deere & 
Company, Moline, Illinois, and 
Charles J. Rittenhouse, Secretary- 
Treasurer, Rittenhouse & I[mbree 
Company, Chicago, both members of 
the company’s advisory board, to 
membership on the Illinois Manu- 
facturers’ Division Advisory Board. 

IX. G. Hitt, manager of the com- 
pany’s Atlanta office, has been elected 
resident secretary. Mr. Hitt is a for- 
mer Chicagoan and for many years 
was manager of the Chicago Ice Pro- 
ducers Mutual Liability Company. 
Ile has been in charge of the Lum- 
bermen’s southeastern department 
office for the past year. 

All of the company’s present offi- 
cers were re-elected. 

Premium income for the Lumber- 
mens Mutual Casualty Company on 
all lines written by the company in- 
creased 14.4 per cent during the first 
four months of this year over the 
same period last year, Mr. Kemper 
reported at the policyholders’ meet- 
ing. 

The election of F. C. Thomas as 
vice-president of the Lumbermens 
and Manufacturers Mutuals, Inc. has 
also been announced. Mr. Thomas 


has been associated with the Kemper 
group for the past 10 years, prior to 
which he was with the Chicago Board 
of Fire Underwriters for 12 years. 
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Casualty Actuarial Society 

THE FORTY-SECOND REGULAR MEET- 
ING OF THE SOCIETY WAS HELD RE- 
cently at the Hotel Waldorf-Astoria, 
New York City. liity-four mem- 
bers attended the meeting which was 
called to order by the President, 
Paul Dorweiler, Actuary, Accident 
and Liability Department, Aetna Life 
Insurance Company. 

The Secretary-Treasurer, Richard 
Fondiller, stated that the 1934 exam- 
inations this year had been held on 
May 16 and 17, and that anyone in- 
terested in having copies of the ex- 
amination questions tor :\ssociate and 
Fellow could secure them by writing 
to his office at YU John Street, New 
York, 

The following papers were pre- 
sented : 

Presidential Address “Some Aspects 
of Statistics in Casualty Insurance” 
Paul Dorweiler, Actuary, Accident 
and Liability Department, Aetna Life 
Insurance Company, Hartford, Con- 
necticut. — 

“Valuation of Investment’—Joseph 
J. Magrath, Chief of Rating Bureau, 
New York Insurance Department, 
New York, 

“Suggestions for a Standard System 
of Notation in Casualty Actuarial 
Work’—Thomas O. Carlson, Assist- 
ant Actuary, National Bureau of 
Casualty and Surety Underwriters, 
New York. 

“Incurred But Not Reported Claim 
Reserves’—Thomas F. Tarbell, Ac- 
tuary, Casualty Actuarial Depart- 
ment, Travelers Insurance Company, 
Hartford, Connecticut. 

“Occupational Diseases in Relation 
to Insurance’—William F. Somer- 
ville, St. Paul Mercury Indemnity 
Company, St. Paul, Minnesota. 

“Index Numbers of Compensation 
Insurance Rate Level’—Paul Dor- 
weiler, Actuary, and N. M. Valerius, 
Accident and Liability Department, 
Aetna Life Insurance Company, Hart- 
ford, Connecticut. 


eee 

Mutual Claims Conference 

THE SIXTH ANNUAL MUTUAL 
CLAIMS CONFERENCE WAS HELD IN 
Chicago on June 11th, 12th and 13th. 
Ninety-three representatives from the 
various Mutual Casualty Companies 
attended the several sessions which 
were filled with discussions of topics 
of timely interest. 

Opening the ineetings was a sem- 
inar on “Insurance Problems Arising 
From Occupational Diseases,” parti- 
cipated in by the general chairman of 
the Conference, R. G. Rowe of the 
Lumbermens, B. E. Kuechle, of The 
Employers Mutual Liability, G. L. 
Marston of the American, T. A. Mc- 
Gehearty of the Liberty and I. W. 
Sawyer of the Liberty. 

Other sections of the program were 
as follows: 





“THE CAUSE AND PREVENTION OF 
SILICOSIS" 
Session Chairman 
Mr. B. E. KuECHLE 
Employers Mutual Liability Insurance 
Company 
“WHAT IS SILICOSIS?” 
Wittram D. McNatty, M.D. 
Chicago 


“HOW THE SILICOSIS HAZARD IS DETERMINED" 


E. G. Metrer, Px.D. 
Employers Mutual Liability Insurance 
Company 


“REDUCING THE SILICOSIS HAZARD THROUGH 


SAFETY ENGINEERING” 
Mr. Davin S. BEYER 
Liberty Mutual Insurance Company 
“A MEDICAL PROGRAM FOR RISKS WITH A 
SILICOSIS HAZARD” 

O. A. SANDER, M.D. 
Milwaukee, Ws. 
“AUTOMOBILE LIABILITY INSURANCE" 
Session Chairman 

Mr. J. LEo KENNEDY 
Merchants Mutual Casualty Company 
“THE HANDLING OF GUEST CLAIMS” 
Mr. H. L. Bioom 
Lumbermens Mutual Casualty Company 
“THE SETTLEMENT OF CLAIMS WHERE 
COVERAGE IS PROVIDED UNDER 
THE OMNIBUS CLAUSE” 

Mr. Kay J. MILLs 
Towa Mutual Liability Insurance. Company 


“SECURING THE COOPERATION OF THE ASSURED 


IN DEFENDING LIABILITY CLAIMS” 
Mr. H. J. SCHROEDER 
Hardware Mutual Casualty Company 


"AUTOMOBILE LIABILITY INSURANCE" 
Session Chairman 
Mr. L. J. CArEy 
Michigan Mutual Liability Company 
“THE EXTENT OF LIABILITY UNDER NON- 
OWNERSHIP POLICIES” 
Mr. L. J. CAREY 
Michigan Mutual Liability Company 
“THE POSITION OF THE INSURER WHERE A 
CERTIFICATE HAS BEEN FILED TO 
COMPLY WITH A FINANCIAL 
RESPONSIBILITY LAW” 
Mr. A. J. CAVANAGH 
Utica Mutual Insurance Company 
“SUITS AGAINST AN INSURANCE COMPANY 
BY AN INJURED PERSON NOT A 
PARTY TO THE CONTRACT” 
Mr. RaymMonp F. NICHOLS 
Hart, SENIor & NICHOLS 
Utica, New York 
“GENERAL CLAIMS PROBLEMS” 
Session Chairman 
Mr. T. M. Coen 
Security Mutual Casualty Company 
“INDEX AND FRAUD PREVENTION BUREAUS” 
Mr. Ricuarp J. Dunn 
Lumbermens Mutual Casualty Company 
“TUDGMENTS IN EXCESS OF POLICY LIMITS” 
Mr. |. Leo KENNEDY 
Merchants Mutual Casualty Company 
“THE PROPER METHOD OF SECURING 
STATEMENTS” 

Mr. WILLIAM R. MACGREGOR 
Michigan Mutual Liability Company 
“GENERAL CLAIMS PROBLEMS” 
Chairman 
Mr. R. G. Rowe 
Lumbermens Mutual Casualty Company 
“CONTROL OF MEDICAL COSTS” 

Mr. L. A. GUTHRIE 
Texas Employers Insurance Assn. 
“THE PLACE OF X-RAYS AND MOTION PICTURES 
AS EVIDENCE FOR THE DEFENCE” 

Mr. C. L. Clark 
Celina Mutual Casualty Company 
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NOR the average man insurance 
is a perfunctory thing—a mat- 
ter to be taken care of by call- 

ing up some company or agent, and 
receiving, a few days later, a docu- 
ment called an insurance policy, 
which too often is never read. As a 
consequence the policyholder is un- 


familiar with the terms of his con- 
tract and knows little of his rights 
and obligations thereunder. Such in- 


formation as he acquires, concerning 
various kinds of coverage and types 
of carriers, generally comes in casual 
conversations with persons as little 
informed as himself. The result is 
that his insurance information is usu- 
ally incomplete and inaccurate. 

To some extent writers on insur- 
ance subjects may be responsible for 
this lack of understanding. Discus- 
sions involving legal problems are, at 
their best, dry reading for a layman. 
Though logically impregnable, their 


unfamiliar terminology too often 
serves only to obscure rather than 
clarify or inform. This criticism 


seems equally applicable whether the 
writer be a lawyer scarred from 
many vicious court room battles, or 
the law professor writing from the 
quiet of his cloistered study. 


N example of an article likely 

to create an crroneous impres- 

sion in the public mind on an im- 
portant insurance topic is to be found 
in a recently widely published opin- 
ion on “The Liability of the Mort- 
gagee Under a Mutual Policy.” The 
prominence of its authors, and the 
scholarly form of expression used, 
give to the opinion the stamp of au- 
thority, and assures its prompt ac- 
ceptance in certain quarters. But 
the opinion is misleading in that it 
lends itself too readily to being used 
as an argument against mortgagees 
accepting the mutual form of insur- 
ance. It points out legal risks to the 
mortgagee, under that type of insur- 
ance, which have no existence in fact. 
But an appreciation of the issues 
raised. in the opinion requires first 
of all a brief consideration of the 
fundamentals of the mortgagee’s 
status under the insurance contract. 
A contract of insurance is usually 
effected by the applicant’s paying a 
premium and the company’s issuing 
to the applicant a policy. In case the 
company is a mutual the applicant 
not only becomes an insured, but also 
a member of the company, sharing in 


By GEORGE W. GOBLE 
Professor of Law 
University of Illinois 


Discussing Certain Aspects of the 
Relationship of the Mortgagee to 
the Company Under a Mutual Policy 
and the Standard Mortgage Clause 
































the distribution of dividends as such 
accrue, and under exceptional condi- 
tions becoming liable for an assess- 
ment, usually restricted to an amount 
equal to an annual premium, con- 
tingent upon the reserves of the com- 
pany being reduced to a point where 
they are insufficient for paying the 
losses and expenses of the company.* 








Professor Goble here discusses a 
recent opinion rendered to the Fire 
Underwriters Association of St. 
Louis by the firm of Igoe, Carroll, 
Higgs & Keefe, attorneys, with re- 
spect to the possible liability of a 
mortgagee for assessments under a 
mutual policy. 

This opinion was printed in the 
Spectator of May 3, 1934 and con- 
tained in part the following state- 
ments: That if after a mortgagors 
default the mortgagee “acting for 
himself” pays a premium, he thereby 
becomes a member of the company 
and becomes liable for assessments. 
The author says “In that case he 
(the mortgagec) deals directly with 
the company and contracts with it. 
He induces the company to continue 
the policy in force for his benefit. In 
such a case we see no reason why 
the mortgagee should not be bound 
by the policy and by-law provisions, 
as well as the provisions of the stat- 
utes making the insured a member 
of the company. His direct dealing 
with the company for the purpose of 
continuing the insurance upon the 
terms stated in the policy and by- 
laws evidences his agreement to be 
bound thereby just as in the case of 
any other insured who has applied 
for and obtained a policy in a mutual 
company.” 




















If the insured’s property is or be- 
comes mortgaged, the usual device for 
protecting the mortgagee against loss 
caused by a complete or partial de- 
struction of the insured property, is 


* Eprrortat Notr.—In the case of advance prem- 
ium mutuals, with which the great maiority of 
householders or business men have opportunity to 


deal, assessments are 
practically negligible, 
ing existed for from 
sessments, or without 


so infrequent as to be in fact 
many companies indeed hav- 
50 to 180 years without as- 
failing to pay dividends. The 
purely assessment farm companies, although of 
different type, also have a consistent record of 
stability and low cost. 


the standard or union mortgage clause 


which provides as follows: “loss or 





And Was the Property Mortgaged? 
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damage, if any under this policy shall 
BE COSTE BO cn ccs ctvccvensoesecy 
as first mortgagee, (or trustee) as 
interest may appear and this insur- 
ance, as to the interest of the mort- 
gagee (or trustee) only therein, shall 
not be invalidated by any act or neg- 
lect of the mortgagor or owner of 
the within described property, nor 
by any foreclosure or other proceed- 
ings or notice of sale relating to the 
property, nor by any change in the 
title or ownership of the property, 
nor by the occupation of the prem- 
for purposes more hazardous 
than are permitted by this policy; 
Provided, that in case the mortgagor 
or owner shall neglect to pay any 
premiums due under this policy, the 
mortgagee (or trustee). shall, on de- 
mand, pay the same........... tad 


HE question of the liability of 
a mortgagee for premiums gen- 
erally and of his liability for pos- 
sible assessments under the above 
clause, may be determined by an 
analysis of the relationship between 
the insurer, mortgagor and mort- 
gagee under the entire contract. 
The essential purpose and effect 
of this clause is to continue the in- 
surance protection to the mortgagee 
notwithstanding certain acts done by 
the mortgagor, which under the 
terms of the contract would forfeit 
the policy as to him. If for example, 
the insured (mortgagor) should ef- 
fect additional insurance, or transfer 
his interest in the property, to an- 
other, without consent of the insurer, 
the insurance as to him would cease. 
But under the clause just quoted 
such acts on the part of the mort- 
gagor would not affect the continued 
validity of the insurance as to the 
mortgagee. There is, however, one 
important condition upon the mort- 
gagee’s immunity from the loss of 
his protection. That condition is that 
if the mortgagor defaults in the pay- 
ment of a premium, and demand for 
the same is made upon the mort- 
gagee, he shall pay it. After such 
default and demand, if the mort- 
gagee pays the premium, his pro- 
tection continues despite any past or 
future breach of condition on the 
part of the mortgagor. That is, the 
mortgagee by paying the demanded 
premium has an immunity from the 
divestment of his insurance protec- 
tion by an act of the mortgagor. On 
the other hand, if the mortgagee fails 
or refuses to pay the demanded pre- 
mium, his immunity ceases. He is 
still insured, (unless the policy is duly 
cancelled) but his protection is 
subject to termination by the mort- 
gagor’s subsequent breach of condi- 


ises 
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tion (such as his acquisition of 
additional insurance, transfer of in- 
terest, etc.). If the mortgagor does 
no act which constitutes a forfeiture 
of the policy, and if the company 
takes no steps to cancel the policy 
because of non-payment of premiums, 
or for other reasons, the protection 
of the mortgagee continues for the 
time specified in the policy. 


A” a matter of practice, however, 
it is seldom necessary to deter- 
mine the status of the mortgagee’s 
protection existing after he fails to 
pay the premiums. The request for 
premiums sent to the mortgagee by 
the insurance company is usually con- 
nected with a notice of cancellation. 
Consequently, the mortgagee must 
either pay the premiums, or the com- 
pany (of whatever type it may be) 
proceeds to cancel. 

Now after the mortgagor’s default 
and demand made upon the mort- 
gagee, the question arises (as to both 
mutual and non-mutual companies) is 
the mortgagee under a legal duty or 
liability to pay the premium to the 
company, i, e. may the insurance com- 
pany sul and recover the premium 
from the mortgagee? It would seem 
not. This answer seems clear when 
we go into an analysis of the contract 
we have before us. Fundamentally, 
it is what is known as a third party 
beneficiary contract. That is, it is a 
contract made by the mortgagor who 
pays the premium on the one side, 
with the insurance company on the 
other, for the benefit of the mortgagee 
to the extent of the mortgage debt 
up to the face of the policy. The 
creation of a right in a third party 
beneficiary is not dependent upon the 
third party’s furnishing consideration, 
or even upon his knowledge of the 
existence of the contract. The third 
party therefore incurs no duty under 
such a contract by its mere forma- 
tion. By the contract he acquires a 
right but not a duty. 

Now, it may be asked, does the 
mortgagee’s assent to the receipt of 
the protection afforded by such a con- 
tract create any duties in him? That 
depends upon the wording of the con- 
tract, i. e. in this case upon the word- 
ing of the mortgage clause. It would 
be possible to provide in such clause, 
that by assenting to the receipt of 
benefits under the contract the mort- 
gagee (beneficiary) assumed certain 
specified duties. Legal words of art 
appropriate to make the mortgagee 
liable for premiums in case the mort- 
gagor defaults in the payment there- 
of would be, “in consideration hereof, 
the mortgagee covenants ond agrees 
with the company that he will on de- 





mand pay the premiums” or “the 
mortgagee assumes and promises the 
company that he will on demand pay 
the same”. But the language of the 
standard mortgage clause is quite dif- 
ferent from that just mentioned. It 
contains no words of promise, cove- 
nant, assumption, or agreement. After 
setting out that the mortgagee’s pro- 
tection is not subject to divestment 
by certain acts of the mortgagor, it 
states simply “provided that in case 
the mortgagor or owner shall neglect 
to pay any premiums due under this 
policy the mortgagee (or trustee) 
shall on demand pay the same”. The 
clause uses the ordinary words of 
legal art for setting forth a condition 
rather than a promise or covenant. It 
says “provided the mortgagee . 
shall... pay”. That is, if the mort- 
gagee pays the premium, in that event, 
his interest in the policy shall con- 
tinue in spite of a possible breach of 
condition by the mortgagor. The only 
significance or effect of the mortga- 
gee’s failure to pay the premium 
would be the loss of the special im- 
munity given him by the mortgage 
clause. 

Now as stated above, under certain 
conditions an insured mortgagor is 
liable to the company for an assess- 
ment. Is the mortgagee liable for 
such assessment? It will be observed 
that the mortgage clause says nothing 
whatever about assessments. It men- 
tions only premiums. So if an as- 
sessment be regarded as a type of 
premium or is to be included within 
the scope of the term premium, since, 
as he has been shown the mortgagee 
is not liable for a premium, he would 
not be liable for an assessment. 


HILE it is true that for some 

purposes, in a popular or loose 
sense, “premium” and “assessment” 
may be used interchangeably, and 
though it may be admitted that an 
assessment has some of the charac- 
teristics of a premium, accurately the 
terms denote different types of pay- 
ment made by an insured to his in- 
surer. The premium is usually a 
sum liquidated at the time the con- 
tract is made, which is unconditionally 
payable by the terms of the policy. 
An assessment on the other hand is 
an unliquidated sum for which an 
insured is only conditionally liable. 
His liability is contingent upon dim- 
inution of the company’s reserves to 
a certain point, and action by the com- 
pany’s board of directors in making 
an assessment levy. It is true that 


both premiums and assessments pro- 
vide funds for payment of the com- 
pany’s losses and for keeping its re- 
serves up to the required standard, 














but the two are different in amount, 
manner of levy, and conditions of 
payment. The words are insurance 
terms, that have been found useful 
by insurance people for making the 
distinctions indicated above. Pre- 
sumably therefore, where such terms 
are used in insurance policies and 
company by-laws, they are used with 
discrimination—one is not used for 
the other, and one is not compre- 
hended within the other. If it had 
been the intention of the framers of 
this clause to condition the mort- 
gagee’s rights upon his payment of 
assessments, such intention would 
not have been left to inference, but 
that term would no doubt have been 
expressly employed in the clause. 
The policy, in other places uses the 
terms premium and assessment ad- 
visedly and with precision. Is it not 
reasonable to assume that it does 
here? So even if it should be con- 
tended that the standard mortgage 
clause makes a mortgagee liable for 
premiums, it would not follow that 
he would be liable for assessments. 
ee @ @ 

ET us now return to the opinion 

earlier referred to, which ap- 
peared in The Spectator for May 3, 
1934. The major conclusions reached 
are substantially in agreement with 
those set forth above. But after 
reaching those conclusions, the author 
ventures the interesting and novel 
opinion that if after a mortgagor’s 
default the mortgagee “acting for 
himself” pays a premium, he thereby 
becomes a member of the company 
and becomes liable for assessments. 
The author says “In that case he (the 
mortgagee) deals directly with the 
company and contracts with it. He 
induces the company to continue the 
policy in force for his benefit. In 
such a case we see no reason why the 
mortgagee should not be bound by 
the policy and by-law provisions, as 
well as the provisions of the statutes 
making the insured a member of the 
company. His direct dealing with 
the company for the purpose of con- 
tinuing the insurance upon the terms 
stated in the policy and by-laws evi- 
dences his agreement to be bound 
thereby just as in the case of any 
other insured who has applied for and 
obtained a policy in a mutual com- 
pany.” (italics mine) 

It is believed that the analysis sug- 
gested in the quotation is unsound 
and unsupported by authority. When 
the mortgagee pays the premium after 
the mortgagor’s default, such pay- 
ment does not “evidence an agreement 
to be bound” by the policy and by- 
laws of the company, but such act is 
done simply in compliance with the 
terms of the mortgage clause, if the 
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mortgagee is to continue to have the 
special immunity given him by such 
clause. The mortgagee’s act of pay- 
ment is not an act of acceptance form- 
ing a new contract, but the perform- 
ance of a condition in the contract 
previously made between the mort- 
gagor and mortgagee. By the terms 
of that contract it is not required that 
the mortgagee become bound in 
order to have the benefits of the mort- 
gagee clause. The company is bound 
by its contract with the mortgagor to 
furnish such benefits without a prom- 
ise from the mortgagee. The first 
contract says, /f he pays a demanded 
premium he is entitled to certain bene- 
fits. Must he enter a new contract 
to get those benefits? A construction 
seems intenable which would require 
the mortgagee to enter into a new 
contract, in order to retain the bene- 
fits provided for him in a previous 
contract. It is true that the mort- 
gagee “deals directly with the com- 
pany” but not in the capacity of an 
acceptor or a contracting party. He 
deals with the company in the capacity 
of a party having been designated or 
authorized to perform a condition in 
a preexisting contract. There is no 
reason why a total stranger might not 
have been designated as a proper 
party for paying such premiums in 
case of the mortgagor’s default. If 
so, by performing the condition he 
would not become a contracting party. 
e® @ ®@ 

HE argument in the article re- 

ferred to apparently - assumes 
that by the mortgagee’s payment of 
the premium the mortgagor is com- 
pletely eliminated from the relation- 
ship; that he ceases to be a member 
of the company, and the mortgagee 
has taken his place. This would, 
however, seem not to be the case, for 
the following reason. When a mort- 
gagee is called upon to pay a premium 
the amount demanded of him and the 
amount he pays is the exact sum set 
out in the policy—the amount which 
the mortgagor was bound by his con- 
tract to-pay. But this amount is the 
identical sum which pays for insur- 
ance protection on both the mort- 
gagor’s and mortgagee’s interests in 
the insured property. Payment of the 
premium by the mortgagee therefor 
buys or continues protection for the 
mortgagor as well as the mortgagee, 
to the extent of the full face of the 
policy. Acceptance of such premium 
by the company precludes the com- 
pany from thereafter denying liabil- 
ity to the parties designated by the 
terms of the policy. Having accepted 
a premium of an amount sufficiently 
large to protect the mortgagor’s in- 
terest in the property, the company 
could not thereafter deny that such 
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interest was protected, except after 
a cancellation of the policy in accord- 
ance with its terms. If the mortga- 
gor continues to have the protection 
of the policy, it would seem that he 
continues to be a member of the com- 
pany and as such member is entitled 
to attend meetings, vote, receive divi- 
dends, and as such member, would be 
liable for assessments under the pos- 
sible conditions referred to above. If 
the mortgagor is a member, the mort- 
gagee is not, unless it be contended 
that they are both members. But 
there are obvious reasons why neither 
the policy, mortgage clause or by- 
laws would bear that construction. 
The opinion that the mortgagee, by 
paying a premium becomes a member 
of the company and liable for pos- 
sible assessments therefore must be 
rejected. 
ee @ @ 


HE status of a mortgagee under 

a standard mortgage clause at- 
tached as a rider to a policy issued by 
a mutual company may be summarized 
as follows: 

1. The mortgagee is not liable for 
premiums. 

2. If the mortgagor defaults in the 
payment of a premium, and demand 
is made upon the mortgagee for the 
same, payment by the mortgagee is a 
condition precedent to his immunity 
from loss of protection by acts of the 
mortgagor. Without such payment 
the protection of the mortgagee con- 
tinues, but is subject to forfeiture by 
certain acts of the mortgagor, such as 
effecting additional insurance, trans- 
ferring his interest without the as- 
sent of the company, etc. 

3. The mortgagee is not liable for 
possible assessments either before or 
after the payment of a premium by 
such mortgagee. 


Famous Fires 
A* exceptionally attractive and 
well written booklet with the 
title “Famous lires” has recent!) 
been published by the Grain Dealers 
National. 

The world’s major conflagrations, 
since and including the London catas- 
trophe, are treated in brief but most 
interesting fashion as to facts, and 
with much charm as to literary ex- 
pression. Francis Fitzgerald is the 
author. 

As much education concerning the 
history of rampant flames is packed 
into the sixteen pages of “lamous 
lires”, as could be found in a shelf 
of books on the subject. There are 
a number of illustrations, neatly 
placed, and a foreword brings the 
whole subject down to a_ practical 
level by making an appeal for fire 
prevention, 
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Executive Committee Meeting of the National 


Convention of Insurance Commissioners 


(ME twenty-five states were rep- 
S resented at the 1934 mid-year 
meeting of the Executive Committee 
of the National Convention of Insur- 
ance Commissioners at the Edgewater 
Beach Hotel on May 28 and 29. 
While the sessions were well occu- 
pied with interesting discussions, no 
matters of large importance were de- 
cided. One notable departure, how- 
ever, was the abandonment of the 
usual winter meeting of the Conven- 
tion in New York in favor of moving 
the conclave this year to St. Peters- 
burg, Florida setting the dates as 
December 4, 5 and 6 with the Sewanee 
Hlotel as the headquarters. 

Merton [.. Brown of Massachu- 
setts, chairman of the Committee, pre- 
sided at the meetings and with him at 
the table were Commissioners Van 
Schaick of New York, Clark of 
lowa, Brown of Minnesota, Secretary 
Reed of Oklahoma, Palmer of [l- 
nois, and W. A, Sullivan of Washing- 
ton, the latter recently elected to the 
I’xecutive Body to take the place of 
Clark of Vermont, who resigned not 
long ago as Commissioner of that 
state. 

\ request that the Convention give 
some thought to the possible effects 
of the pending Federal securities leg- 
islation as it might apply to insurance 
was made by C. W. Hobbs, special 
representative of the Commissioners’ 
Convention on the National Council 
on Compensation Insurance. He 
pointed out the desirability of remov- 
ing insurance companies from the 
purview of the Act in order that no 
conflict might spring up between fed- 
eral and state authorities in admin- 
istering various phases of regulation. 

e® @ 6 


PROPOSAL. was submitted 
A that life companies reduce in- 
terest rates on policy loans. Walter 
\. Robinson, an actuary of Ohio, 
chairman of the Committee on Blanks, 
reported progress. In this connec- 
tion, Commissioner Dunham of Con- 
necticut made the suggestion that a 
uniform blank to be used by the 
country as a whole be approved and 
carry a provision that any added data 
required by certain states might be 
attached separately. The Connecti- 
cut Commissioner pointed out that 
the Committee on Conservation, 
which he heads, had distributed a 
questionnaire to over six hundred 
companies and gained valuable in- 
formation. 


A lively hour of vigorous discus- 
sion was devoted to the question of 
the operations of unlicensed com- 
panies, that subject being brought up 
by Commissioner U. A. Gentry of 
Arkansas, which state, he said, had 
suffered heavily from the operations 
of fly-by-night carriers, mostly in the 
life and health and accident fields. 
The matter was finally referred to the 
Laws and Legislative Committee un- 
der the chairmanship of Commis- 
sioner Warner of Ohio, with instruc- 
tions to report at the St. Petersburg 
meeting. Several other Commis- 
sioners participated in the discussion, 
including Brown of Massachusetts 
and Acting Commissioner Graff of 
Pennsylvania, Daniel of Texas, Helt- 
zen of Rhode Island, O'Malley of 
Missouri, and R, Leighton loster of 
Ontario. The Missouri Commissioner 
proposed a solution to the problem in 
the suggestion that each state should 
pass a law prohibiting any company 
domiciled within its borders from op- 
erating in a state in which it was not 
licensed. 

ee @ 


ee IMMISSIONER FOSTER di- 
s rected the attention of the Con- 
vention to a previous discussion of 
this problem at one of the meetings a 
number of years ago. He stated that 
he took the suggestions made at that 
meeting seriously and had a law 
passed in Ontario whereby no form 
of insurance organization of any class 
or kind, by whatever name it may go, 
can carry on business without being 
licensed under the Insurance Act of 
the Province. He then said further: 

“There is no question of a mutual as- 
sociation or a benevolent fund or some- 
thing of that kind getting a charter from 
some other department of the government 
and carrying on what amounts to an in- 
surance business. The definition of what 
constitutes transacting business is very 
broad and gathers all these insurance car- 
riers, by whatever name they may go, un- 
der the Insurance Act. 

“Following the 1928 meeting, Ontario 
adopted the exact law that Superintendent 
O'Malley is referring to and that law 
merely provides that no insurer domiciled 
in Ontario may carry on business in any 
other province or state, if unlicensed in 
that province or state, without being guilty 
of an offense under the Ontario law; and 
there has no question ever been raised as 
to the ability of Ontario to enforce that 
prohibition as it sees fit against its own 
domiciled carrier. 


“Now, however, a lot of water has 
flowed under the bridge in the past several 
years. There is only one fly in that oint- 
ment, as I see it, Mr. Superintendent, and 





that is that a number of states and prov- 
inces have what I regard as unreasonable, 
and unfairly discriminatory terms and con- 
ditions of license, so that although the 
difficulty has not arisen, I have always 
foreseen the possibility of a sound, repu- 
table Ontario company which wished to 
do business in Arkansas or Missouri, find- 
ing it impossible to comply with the state 
law. 

“It seems to me there are three essen- 
tials to cooperation along the lines Mr. 
Gentry has solicited. 

“First, a law which covers the whole 
field of insurance carriers. 

“Secondly, fair and reasonable terms 
and conditions of license. 

“And finally, a law which I believe is 
enforceable against your own domiciled 
carriers.” 

eee 


UB-COMMITTEE meetings on 

Compensation Insurance, Uni- 
form Definition of Marine Writing 
Powers, and Conservation were held, 
but little immediate action was taken 
on questions considered. 

A new rating procedure was sub- 
mitted for application to compensa- 
tion risks, but the decision was to take 
time to study it further and bring the 
plan before the December meeting. 
Authorization was given to appoint 
a sub-committee of three by Chair- 
man Brown to look into the feasibil- 
ity of having stocks of insurance 
companies exempted from the Fed- 
eral Securities Act. Creation of a 
bureau of the convention to act as a 
clearing house for information on 
securities held by insurance compan- 
ies was voted down. 

A brief explanation of the various 
steps in the rehabilitation of the Na- 
tional Surety Company was given by 
Milton Ignatius, special counsel for 
the New York Commissioner. 


Altogether the meeting reflected 
generally a better state of harmony in 
the insurance world than has been 
evidenced in other recent years, but 
the indication was that a number of 
subjects passed by at this gathering 
will be on the agenda for intense con- 
sideration at the Florida meeting of 
the Convention in December. Topics 
already arranged include the follow- 
ing: 

“Conservation” will be presented 
by Commissioner H. P. Dunham of 
Connecticut, with discussion by W. S. 
Pope of Texas; “Resident Agents 
Laws” will be the subject of C. C. 
Greer of Alabama, discussed by Oscar 
L.. Heltzen of Rhode Island; “Curb- 
ing Operations of Unlicensed Com- 
panies” is to be the theme of U. A. 
Gentry, of Arkansas, and it will be 
discussed by E, A. Smith, Jr. of 
Utah. Ernest Palmer of Illinois, will 
speak on a topic of his own selection 
with discussion by J. S. Tobin of 
Tennessee. 
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ORTY-FOUR of the 48 states 

have workmen’s compensation 

laws. Such laws are also in 
force in Alaska, Hawaii, and Puerto 
Rico. The federal government has 
enacted laws applicable to private 
employments in the District of Co- 
lumbia, to longshoremen and harbor 
workers, to civil employees of the 
United States, and to soldiers and 
sailors. It may, therefore, be said 
that American law makers have gen- 
erally repudiated the system of em- 
ployers’ liability, and have approved 
the principle of workmen’s compen- 
sation, 

But there are wide variations in 
the practical application of that prin- 
ciple, both in the acts embodying it, 
and in their administration. In the 
present article the more significant 
variations will be discussed, * par- 
ticularly those in the actual legislative 
acts. 


Employments Covered 

T ois perhaps generally assumed 

that a state which has adopted a 
workmen’s compensation act has 
thereby altered the method of com- 
pensation for industrial injuries for 
all workers within its borders. But 
it will be found that no act covers 
all workers. Casual workers are 
everywhere excepted. Practically 
every act excludes agricultural work- 
ers and domestic servants from its 
coverage. Several acts apply only to 
“hazardous” employments. Many 
acts exclude establishments employ- 
ing less than a specified number of 
workers. For example, an establish- 
ment with than 16 employees 
does not come under the Alabama 
law; in Missouri, Vermont, and Vir- 
ginia, the number is 11; in Georgia, 
10; in 17 other states, the number 
varies from 3 to 6. 


less 


No recent figures are available to 
show the proportion of workers cov- 
ered by the acts. Several years ago a 
rough estimate indicated that the per- 


* Discussion will be limited to the laws of the 
tates and of the District of Columbia. No at- 
tempt will be made to analyze all of these laws; 
outstanding examples only will be cited For 
more complete information the reader is referred 
to the publications of the U. S. Bureau of Labor 
Statistics, and to the “Digest of Workmen’s Compen- 
sation Laws’ published biennially by the Association 
of Casualty and Surety Executives. 


COLUMBIA 
INSURANCE 


What’s What, as to Technical 








| Statutory Requirements of One 
UNIVERSITY. 

paw '||| State, is seen to be Entirely Dif- 
centage of the total num- ‘ . 
sc a edienes sae | ferent in Another, Thus Resulting 
in the various states varied . . ‘ . 

from 30.7 in New Mexico i\;|| 4a Illogical Situations. 

to 998 in New Jersey. ||{|_——————"— ae 
These figures made no pre- _| ||| 





tense to careful accuracy, 
and are out-of-date, but there is still 
a wide variation, and a low percent- 
age of coverage in many states, par- 
ticularly in those primarily devoted to 
agriculture or where a high numerical 
limitation coincides with a large pro- 
portion of small business enterprises. 
In four states, Arkansas, Florida, 
Mississippi, and South Carolina, 
there are no compensation laws; in 
Texas, public employments are not 
covered; and employees engaged in 
interstate commerce are everywhere 
excluded. 








To some extent the privilege of 
electing not to come under the act, 
which, largely for constitutional rea- 
sons, is granted by 29 states, results 
in excluding some employees from 
the right to compensation. The pen- 
alties for such election are, however, 
sufficiently severe to make the privi- 
ege practically inoperative. 

As to employees not covered by the 
acts, the old system of employers’ 
liability is still in force. Such em- 
ployees can recover damages for in- 





To the Average Man an Accident is a Curiosity Seldom Seen But the Police Regard Such 
Disasters as Part of the Routine of the Day. 
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dustrial injuries only through claims 
made under the law of negligence. 
ee @ ® 
Injuries Covered 

N its broadest application, a com- 

pensation act may cover all acci- 
dents or disease “arising out of and 
in the course of” employment. Only 
six acts apply the principle thus 
broadly, while 33 cover only acci- 
dents, excluding occupational dis- 
eases. Six others cover certain speci- 
fied occupational diseases. Minor ex- 
ceptions are injuries resulting from 
wilful misconduet, intoxication, wil- 
ful intention to injure self or another, 
violation of safety laws or failure to 
use safeguards, and injuries inten- 
tionally inflicted by another. 

Here again recovery of damages 
under the law of negligence is the 
only remedy open to one whose in- 
jury is not covered by the act. 

e @ ® 
Benefits 

HIE heart of any compensation 

act is its schedule of benefits, 
which determines the amount of 
compensation payable to workmen or 
their dependents, as well as_ the 
amount of medical and surgical serv- 
ices to which they are entitled. Even 
a cursory reading of the various 
schedules adopted in the United 
States will reveal their amazing di- 
versity; and careful mathematical 
study shows that this apparent di- 
versity, when translated into benefits 
payable, produces results which give 
no indication of any consistent legis- 
lative conception for the country as 
a whole nor within a given jurisdic- 
tion. 

The accompanying chart (Chart I) 
shows the extremes of liberality of 45 
laws. The figures were prepared by 
the National Council on Compensa- 
tion Insurance direct from the laws, 
and make no allowance for variations 
in administration, accident distribu- 
tion, or wage levels. They may, how- 
ever, be taken as an approximate in- 
dication of the relative benefits which 
would be paid to injured workmen 
under the several schedules. Through- 
out, the benefits are compared to 
those of New York which are repre- 
sented as 1,000. 

rom the chart it may be seen that 
the law of Arizona is nearly twice as 
liberal as that of Vermont, taking 
its schedule as a whole. But if one 
turns to particular classes of bene- 
fits, ** it is found that the schedules 
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of three jurisdictions surpass Arizona 
in liberality in connection with cer- 
tain benefits. And Vermont is the 
least liberal only in the class of med- 
ical and hospital benefits, though if 
the exceptional case of Oklahoma 
were excluded, the Vermont figure of 
.281 for death benefits would be 
lowest. 


ee @ ®@ 
Ke illustrate further the incon- 
sistency among the schedules, 
Chart II has been prepared. Two 





braska as in Maine, but those who 
have minor dismemberments stand a 
better chance in Maine than in Ne- 
braska. An injured workmen in 
Maine is entitled to not more than 
30 days’ medical and hospital service, 
costing not over $100, except by spe- 
cial order of the Industrial Accident 
Commission, while in Nebraska he is 
entitled to all reasonable services 
whenever needed. 

The majority of the laws provide 
that no compensation shall be pay- 
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Chart I. Extremes of Liability of Forty-five Workmen's Compensation Acts, by 
Type of Benefit, as of January 1, 1934. 


* And 12 other Laws. 

















states, Maine and Nebraska, of prac- 
tically equal liberality, have been 
chosen, the former producing a fig- 
ure of .779 for the schedule as a 
whole, and the latter .781, as com- 
pared with New York’s 1.000. But 
while these two states are, on the 
whole, on approximately the same 
level of benefits, they show a marked 
lack of consistency when classes of 
benefits are considered. Of the two 
states, Maine is the more liberal in 
three classes, while Nebraska shows 
greater liberality in the remaining 
three. Workmen totally disabled for 
life receive, on the average, nearly 
twice as much compensation in Ne- 





** Types of benefits are designated on the chart 

as follows: 

Death: benefits payable to dependents and for 
funeral and other expenses as well as special 
contributions in case of death. 

Permanent total: benefits for 
disability. 

Major permanent partial: benefits for important 
permanent partial injuries, mostly dismember- 
ments or loss of use of members. 


permanent total 


Minor permanent partial: benefits for less im- 
portant permanent partial injuries, such as loss 
of a finger. 

Temporary total: benefits for total disability from 
which the injured workman is expected to re- 
cover. 

Medical and hospital: care of injured man, and 
necessary medical and surgical supplies. 


able during the first week of dis- 
ability; seven have a shorter “wait- 
ing period,” four a longer one. 
Twenty-seven laws provide that, after 
disability has lasted for a specified 
number of weeks, e.g., seven, bene- 
fits shall be retroactive to the date 
of commencement of the disability. 
Under the remaining 18 laws, no 
benefits whatever are payable for the 
waiting period. 

Compensation payable is generally 
calculated as a percentage of wages 
received prior to the injury. These 
percentages (for temporary total dis- 
ability) vary from 40 in Oregon to 
6624 in New York and several other 
states. The majority of the laws pro- 
vide for either 50 per cent or 66%, 
per cent, though two provide for flat 
amounts per week, and some for 55, 
60, or 65 per cent. A few vary such 
payments in accordance with the 


situation of the workman, while death 











benefits are practically always re- 
lated to number of dependents and 
degree of dependency, 

But a provision of 6624 per cent 
of wages does not mean that all in- 
jured men receive that percentage as 
long as they are disabled. Maximum 
and minimum limitations influence 
the effective rate. For example, in 
Massachusetts, where the law pro- 
vides for benefits of 6624 per cent, 
the maximum is $18; hence, a work- 
man whose wages were $36 per week 
receives 50% of his wages as com- 
pensation.~ The minimum in_ that 
state is $9, or if wages were less, full 
wages. And compensation is payable 
for not more than 500 weeks and to 
an amount of not more than $4,500. 
In New York the limit for tem- 
porary total disability is $5,000, in 
New Mexico 550 weeks. Limits of 
other amounts or periods are found 
elsewhere. 

ee @ @® 


LL of the laws, except that of 
California, have specific dis- 
memberment schedules, provision for 


JouRNAL oF AMERICAN INSURANCE 


means 100 weeks of compensation ; 
loss of a foot, 205 weeks in New 
York, 120 in Vermont; loss of a 
thumb, 70 in Illinois, 30 in Utah; 
loss of sight of one eye, 150 in In- 
diana, 100 in Virginia. In some states 
these benefits are in lieu of all others, 
and in some states, other benefits, 
such as compensation for the healing 
period, are payable. In California, 
the benefits are related to age and oc- 
cupation, in Wisconsin, to age, but 
in other states no account is taken 
of these factors, though obviously 
the loss of a given member causes 
quite different results in the life of 
men of different occupations and 
ages. The left hand of a violinist is 
more important than that of a book- 
keeper, a man of 50 is less able to 
adjust himself to the loss of a foot 
than is a man of 25. 

Lastly, some states provide for re- 
habilitation or reeducation of injured 
workmen, while others do not. 

Examples might be multiplied, but 
enough has been said to indicate that 
benefit schedules are both widely 
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payment of a definite number of 
weeks’ compensation for loss, or loss 
of use, of specified members. These 
schedules seem to be founded on no 
consistent theory, but to represent 
vague localized notions of relative 
justice. For example, according to 
the latest Federal compilation,‘ the 
loss of an arm in Oregon calls for 
payment of 416 weeks of compensa- 
tion, in Rhode Island, the same loss 


+ Bulletin of the U. S. Bureau of Labor Statistics, 
No. 496. 











divergent and founded on no care- 
fully worked out conception of jus- 
tice. 

eee 


Security of Compensation 


HE passage of a workmen’s com- 

pensation law providing merely 
for the payment of benefits by em- 
ployers is not sufficient to guarantee 
that payment will be made. It is 
necessary to incorporate in the law 
some provision for securing such 








17 


payment. In most cases (36 states 
and D. C.) the law requires employ- 
ers either to prove their financial re- 
sponsibility or insure the payment of 
benefits with an authorized insurance 
carrier. This requirement means that 
practically all employers must so in- 
sure. Seven states require insurance 
of all employers, while one (Ala- 
bama) makes no security require- 
ment. 


In seven states private insurance 
companies are not recognized under 
the law, employers being obliged to 
insure in a state fund. tt In 11 states 
the employer may insure either in a 
state fund or with a private carrier, 
and in 26 states and the District 
of Columbia, only private insurers 
operate. 

ee @ 


Administration 


T has been recognized generally 

that the enforcement and admin- 
istration of workmen’s compensation 
is a specialized task. Thirty-eight 
states and the District of Columbia 
have created special boards or com- 
missioners for that purpose. Six 
states leave the administration of 
their laws to the courts, though cer- 
tain aspects of it are handled by ex- 
tra-judicial officials. 

Naturally, the attitude of adminis- 
trative officials varies from state to 
state, and even from time to time, the 
tendency being for officials to become 
more liberal to workmen as the law 
continues in force. 


Conclusion 


Workmen’s Compensation Acts 
“are all based ... on the unifying pur- 
pose of compensating the workman for 
economic loss from industrial accidents 
without requiring proof of fault on the 
part of the employer or of freedom from 
fault on the part of the employee. Their 
diversity is due to differences in opinion on 
the proper methods of securing justice to 
the workman, to varying degrees of skill 
and diligence ip drafting laws, and to con- 
siderations of expediency in presenting to 
legislatures bills which do not arouse ef- 
fective opposition nor encounter constitu- 
tional objections.”* 

Often problems of legislative draft- 
ing have been simplified by imitating 
unsuitable models. 

Experience with the practical oper- 
ation of workmen’s compensation in 
the United States has now extended 
over a period of more than 20 years. 
In that time many defects in the laws 
have become evident and have been 
corrected. In general, the develop- 
ment has been in the direction of in- 


(Continued on Page 28) 


tt In two of these (Ohio and W. Va.), the em- 
ployer may satisfy the requirements of the law 
by proving his financial responsibility and contributing 
to the surplus of the state fund. 

* Blanchard, R. H., ‘‘Liability and Compensation 
Insurance”, p. 103. 








Emphasizing that Farm 
Mutuals Are Corporations 
LETTER from Dr. V. N. 
Valgren of Washington, D. 
C., comments on our “Bunk 
of the Month” article of last month 
and takes exception to several state- 
ments which might be interpreted as 
indicating that farm mutual insur- 
ance companies are not incorporated. 
It was not our intention to give 
this impression, and we are glad to 
print the major portion of our cor- 
respondent’s letter in order to em- 
phasize that mutual companies, in 
general, regardless of size, are al- 
most invariably incorporated and 
have the advantages of that form of 
organization. 


ee @« ®@ 
ITHOUT attempting to give any 
fortified legal opinion, I want to 
state, as my personal view, that with a 


very few scattered exceptions the farmers’ 
mutual insurance companies are just as 
truly corporations as are the general writ- 
ing mutuals or the stock companies. All 
corporations, as I understand it, are created 
hy authority of the State, and come into 
existence either as the result of a specific 
action on the part of the State, or by the 
incorporators’ complying with certain 
statutory requirements, usually followed 
by the issuance of a certificate of incor- 
poration by a designated representative of 
the State. The fact that they may be 
called associations rather than companies 
does not, as I understand it, prevent them 
from being corporations or corporate en- 
tities. 

The Ohio law with reference to as- 
sessment fire associations says, for ex- 
ample (Section 9597): “The association 
so organized shall be held to be a body 
corporate for all such purposes and may 


sue and be sued . * ee. 
The Indiana insurance law, in Section 
, 
2 of Chapter 3, pertaining to “Farmers 
Cyclone Insurance” provides “That any 


number of persons not less than 50 may 
form an incorporated company for the 
purpose of mutual insurance of the prop- 
erty of its members against destruction or 
damage by cyclones, wind storms or hail”. 
And says further in the same section “Each 
such association may sue or be sued by 
such name as shall be set forth in the 
articles of association, and shall have all 
the other powers of corporate bodies”. 
Section 5 of the same chapter, pertaining 
to “County Farmers’ Mutual Insurance 
Company, Incorporation”, says in Para- 
graph 3 thereof: “The name of such cor- 
poration shall be (insert name), which 
shall include the word ‘mutual’.” 

The Illinois insurance law, in Chapter 
IV, pertaining to “County and Township 
Mutual Fire Companies” begins with the 
following provision: “That any number 
of persons, not less than 25, residing in 
any county in the State, who collectively 
shall own property of not less than Fifty 
Thousand Dollars ($50,000) in value, 
which they desire to have insured, may 
form an incorporated company for the 
purpose of mutual insurance against loss 
or damage by fire or lightning”. In Sec- 
tion 2 of the same chapter occurs the state- 
ment: “Such charter shall set forth the 
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name of the corporation which shall em- 
beace ... ”, ete. 


HE relatively similar law or chapter 

in Illinois pertaining to “Township 
Mutual Insurance Companies” reads in 
its first paragraph almost exactly the 
same as the first paragraph of Chapter 4. 
Again re ferring to such township organi- 
zation as “An incorporated company for 
the purpose of mutual insurance . " 
and says in part in Section 6: “Such cor- 
poration and its directors shall possess 
the usual powers and be subject to the 
usual duties of corporations and direc- 
tors thereof, and may make such by-laws 

", alc. 

The Minnesota law pertaining to “Town- 
ship Mutual Fire Insurance Companies” 
says in the third paragraph thereof, num- 
bered 459, in the Insurance Commissioner’s 
Report of these laws: 


“The certificate of every such cor- 
poration shall be presented to the 
Commissioner of Insurance for his 
approval and if he approves of the 
same he shall endorse thereon such 
approval and the certificate shall then 
be filed in his office and shall be re- 
corded in a book kept therein for that 
purpose. Upon the approval of said 
certificate, organization of such in- 
corporation shall be complete.” 

The following paragraph of the law 
begins: “Every corporation formed under 
the provisions of this Chapter shall have 
power: 


The Towa law pertaining to “County and 
State Mutual Associations” which associa- 
tions comprise the farm mutuals of the 
State, in Paragraph 9030, is less specific 
on this point than the laws of most of the 
other States. It clearly implies, however, 
that these mutual associations are corpora- 
tions, as indicated by the very first sen- 
tence in the law which begins as follows: 
“Any association incorporated under the 
laws of this State for the purpose of fur- 
nishing insurance...” The third para- 
graph of the law reads as follows: “Mem- 
bers of the association at such annual 
meeting shall have power to make or 
amend articles of incorporation or by- 
laws as they in their judgment deem neces- 
sary.” It is difficult, for a lay mind at 
least. to see how an organization can be 
“incorporated” and have “articles of incor- 
poration” without being a corporation. 


HE Tennessee law governing county 

mutual fire insurance companies (and 
with the addition of this citation from a 
southern State, I shall quote no further) 
says in Section 1 (Chapter 159, Acts of 
1921): “That a mutual fire insurance com- 
pany is hereby defined to mean a company 
for the purpose of insuring property 
against damage by fire, lightning, and tor- 
nadoes, without capital stock or guaranteed 
capital, and which operates on the assess- 
ment plan and is limited to one or more 
counties, as herein provided, in the trans- 
action of its business.” Section 5 of this 
law provides “That every person insured 
by or in such corporation shall first give 
his undertaking, in such form as the cor- 


poration may prescribe.” 
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clined to assume that it had long ago been 
accepted that the farm mutuals as a class 
were also incorporated and consequently 
corporations. Some years ago I came 
across one farmers’ mutual in Missouri 
which was not incorporated under any 
State law. There may be a few others 
that remain unincorporated but my guess 
would be that they are less than half a 
dozen out of a total number of about 1900 
farmers’ mutuals. 


It should be, perhaps, admitted in this 
connection that quite a number of the ex- 
isting farm mutuals started out as unin- 
corporated organizations because there was 
at the time no State law under which they 
could incorporate ; but with the enactment 
of State laws governing such organiza- 
tions they have, with few if any remaining 
exceptions, either voluntarily or by pres- 
sure from the State Insurance Department 
been duly incorporated. 


Motor Vehicle Code Improved 


THE FOURTH NATIONAL CONFER- 
ENCE ON STREET AND HIGHWAY 
Safety has just concluded its study 
of the Motor Vehicle Code and has 
made certain revisions in it which 
would make it more complete. Among 
its subdivisions are a Model Civil 
liability Act, a Model Safety Re- 
sponsibility Act, and a Model Regis- 
tration and Anti-Theft Law. 

The First Conference on Street and 
Highway Safety was held in 1924 
and at it the great need for uniform- 
ity in traffic regulations was clearly 
recognized. This was one of the 
chief reasons for the holding of a 
second Conference in 1926, at which 
the Uniform Vehicle Code was first 
submitted and adopted. It was also 
approved by the National Conference 
of Commissioners on Uniform State 
Laws and the American Bar 
ciation. 

In 1930 the code was revised by 
action of these bodies and the Model 
Municipal Traffic Ordinance, _ pre- 
pared in 1928, was revised and ap- 
proved. 


Ass« )- 


New Comprehensive Policy 
Introduced 


\ NEW ATTEMPT TO COVER ALL OF 
THE HAZARDS TO WHICH AN AUTO- 
mobile is exposed in one policy is 
being made in Michigan by three fire 
companies, the Hartford, the Fire As- 
sociation, and the Great American. 
The new policy differs from the ac- 
cepted comprehensive form in that 
the deductible feature applies only to 
collision insurance and not to the 
other coverages as under the present 
form. A sample of the new policy 
has been submitted to the Department 
but rates for it have not yet been dis- 
closed. 
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VALUATION OF INVESTMENTS 




















——————— _ Comprehensive History of The 


An Address Delivered Before The Casualty 


Action of the National Conven- 





Actuarial Society | | 


By Joseph J. Magrath 


CHIEF OF RATING 


HE valuation of investments 

has always been a subject for 

discussion in financial and busi- 
ness circles. The insurance world has 
devoted considerable attention to this 
question particularly during depres- 
sion years when security markets 
have become unbalanced. This paper 
will treat chiefly with developments 
in the establishment of “Convention 
valuation of securities” for the insur- 
ance business during the period, from 
1931 to 1933 inclusive. 

The National Convention of In- 
surance Commissioners is a volun- 
tary association for the interchange 
of views among state officials charged 
with supervision of the insurance 
business. Improved standards for the 
conduct and supervision of the busi- 
ness are among the objectives of the 
convention. 

During the'24 years which preceded 
the current series of convention 
values, i.e., 1907 to 1930, the Na- 
tional Convention of Insurance Com- 
missioners approved a standard of 
valuation, other than current market 
quotations for seven of these years. 
‘These years and the values approved 
were as follows: 
1907—Market quotations as of the first 

day of each month and the last day 
of the year, totalled and divided by 
thirteen. 
1914—Values as of June 30, 1914. 
1917—Market Values November 1, 1916, 
February 1, May 1, August 1, and 
November 1, 1917, totalled and di- 
vided by five. 
Add 1917 Convention values to 
November 30, 1918 market values 
and divide by two. 
Add 1918 Convention values to 
November 1, 1919 market values and 
divide by two. 
-Add 1919 Convention values to 
November 1, 1920 market values and 
divide by two. 
—Add 1920 Convention values to 
November 1, 1921 market values and 
divide by two. 


ee @ @ 

N 1907 when the matter of de- 

parting from market quotations 
of securities for annual statements as 
of December 31st was first presented, 
the then Superintendent of Insurance 
of the State of New York submitted 
this question to the Attorney Gen- 
eral, “Is it necessary that the Super- 
intendent be confined to the market 
quotations of that particular day ?” 

The opinion furnished was expres- 
sive as well as conclusive: It reads, 


1918 


1919 


1920 


1921 


BUREAU INSURANCE DEPARTMENT 
STATE OF NEW YORK 


“It is not prescribed in said 
section (referring to the 
statute) or elsewhere in any || 
statute of the state that the || 
Superintendent of Insurance || 








shall appraise the securities 
enumerated in such annual 
statement at the market value 
prevailing on any specified 
day.” 

“Tf you were required to arbitrarily ap- 
praise values prevailing in the market on 
December 31, such practice might result 
in an appraisal widely at variance with the 
fair market value. Extraordinary circum- 
stances such as reckless manipulation of a 
security, stringent monetary conditions, or 
panics might create a price at such a low 
level as to be utterly inadequate to indi- 
cate its actual market value. On the 
other hand, uncommon situations in the 
market might cause an extravagently high 
market price, one far in excess of its fair 
or actual market value, as for instance, a 
few years ago when by some particular 
process familiar to the security markets, a 
market price of $1,000.00 a share was 
created for a brief period of time for the 
shares of a security of a much lower valu- 
ation. The price thus briefly sustained 
was subsequently recognized as_ being 
about seven times greater than the fair 
market value.” 

“If an insurance company were the 
holder of such stock, and the price of $1,- 
000.00 per share temporarily prevailed to 
December 31st, it could not be fairly con- 
tended that the Superintendent of Insur- 
ance would be justified in appraising the 
value of such stock at $1,000.00 per share.” 


In December 1930 the question of 
convention valuation of securities for 
annual statements of that year was 
brought before the convention. After 
due consideration of the subject, how- 
ever, the convention made no recom- 
mendation for such action and the 
convention valuations book was pub- 
lished with market quotations of De- 
cember 31, 1930. 





in Determining the Reasonable 


Worth of Securities Held by 


| tion of Insurance Commissioners 
| ] 
| 





At Portland, Oregon, in Septem- 
ber, 1931, the convention committee 
on “Valuation of Securities” re- 
viewed market conditions and ap- 
pointed a sub-committee to continue 
the study and make recommendations 
to the December meeting. 


Market Conditions 


F ' JR some time prior to the con- 
vention action on valuations in 
December 1931 the security markets 
had fluctuated violently. Let us trace 
these markets from 1926, which has 
been commonly considered a normal 
year, to 1931 when the current series 
of convention values began. 

The stock price indexes used herein 
are weighted to the number of shares 
outstanding and corrected for changes 
in par value, stock dividends, rights, 
etc. The scope of the statistical base 
is reliable since it embraces stocks of 
approximately 400 corporations hav- 
ing over ¥% a billion shares outstand- 
ing with a market value on the first 
trading day of 1926 aggregating over 
33% billions of dollars as compared 
with the total market value of all 
stock on the New York Stock Ex- 
change of lé¢ss than 34% billions of 
dollars. The values shown are in rela- 
tives of 100 for the year 1926. 


Stock Price Averages 


1926 
Se, EO REE eR TI 101.8 
ce ee ner. Ce ee ane oe 101.8 
OE EE I SOE STE RE 95.8 
MEMES iiss ver sae bw ghee was oem SieaIee 92.9 
MI ye ira ik shia iace See Ae Taare ea 93.2 
| a eer rr eer ce rer kerr. 97.2 
MO ess Sle kin ae aie: Assis Meta aeene Ae TeaNe 100.0 
Se aT re ee Be 102.9 
NERD <<. p cg race idlare Oeiaaieia oe aigmrerete 104.3 
EE Oy eer satan ater 101.6 
GUNOE” 6555556 cae ch asarecseewewen 103.1 
PONE oa sors aNin writs nie cree 105.4 
WE MONE oso 4s see rnenomacones 90.8 
We TURING 5 sw he cine nes octal 106.5 


1927 1928 1929 1930 1931 
105.6 134.4 185.2 156.3 112.3 
107.9 132.3 186.5 165.6 119.8 
109.1 137.9 189.1 172.4 121.6 
111.1 145.9 186.6 181.0 109.2 
114.2 152.1 187.8 170.5 98.0 
115.4 145.3 190.7 152.8 95.1 
117.2 144.2 207.3 149.3 98.2 
122.0 148.3 218.1 147.6 95.5 
127.7 156.6 225.2 148.8 81.7 
126.7 159.1 201.7 127.6 69.7 
129.6 171.1 151.3 116.7 71.7 
133.1 171.4 153.8 109.4 57.7 
104.7 130.3 140.3 105.5 54.7 
134.1 178.9 228.1 184.2 124.6 
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The manner in which the stock 
market boom accelerated is brought 
out in the ratio of increase in each 
year from 1926 to 1929. The market 
was fairly stable during 1926 with 
only a slight setback during the 
months from March to June and the 
iaximum fluctuation from the low to 
the high of the year was 17% of 
the low. 

During 1927 the market boom got 
under way and the maximum fluc- 
tuation increased to 28%. The re- 
sults of 1928 were a repetition of 
those for 1927 with the fluctuation 
increased to 37%. 

The year 1929 must be considered 
in two parts,—before and after the 
crash. l'rom January to September 
the market rose 45 points or 25%. 
rom the high of September to the 
low of November the market dropped 
88 points or a loss of 38% from the 
high. 

The precipitate plunge of the stock 
market, from an index of 228 in the 
third w eck of September to an index 
“i 140 in the second week of Novem- 
ber 1929, was checked and the mar- 
ket rose reaching 184 in the second 
week of April 1930. Up to this 
point 55% of the values lost in the 
first market break had been recovered 
and the market was back to about 
where it had been during the first 
half of 1929, 

ee ®@ 
B* the fourth week in June 1930 


the market had dropped again 
to 140. It recovered to 153 in the 
fourth week of July and then dropped 
to 105 in the third week of Decem- 
ber. The loss from the high point to 
the low point of 1930 represented a 
shrinkage of 43% of value. The clos- 
ing values of 1930 were approxi- 
mately the same as those of 1926. 

It might be pertinent to observe at 
this point that the action of the con- 
vention, in withholding action on the 
establishment of values other than as 
reflected on the exchanges for an- 
nual statements as of December 31, 
1930, was warranted by the fact that 
market values had at that time simply 
returned to the pre-boom level. 

In the beginning of 1931 values re- 
covered somewhat and the index for 
the last week in February was 125. 
This value dropped to 90 in the first 
week of June and then recovered to 
103 in the fourth week of June. 

While the convention was in ses- 
sion in Portland, Oregon, September 
I4th, to 17th, 1931 the stock market 
broke to a new low record for a 
seven-year period. The index showed 
at 81. 

During the deliberations of the 
Committee on Valuation of Securi- 
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ties and its sub-committee appointed 
to study the valuation problem, the 
market had continued to break and 
registered an index of 61 when the 
convention assembled for its Decem- 
ber 1931 session. By the end of 
that year the index had dropped to 55. 
Krom the beginning to the end of 
1931 market values had dropped 52 
points representing a shrinkage of 
over 48%. 

The bond market had not boomed 
nor had it deflated as severely as 
the stock market but it nevertheless 
presented a serious problem of valu- 
ation. Representative long term bonds 
paying 5% interest had a market 
price range as shown below: 

Bond Price Index 
High Low Range 


| SOO oS 99.1 95.3 3.8 
ee 102.3 99.4 2.9 
| Re ede epee 102.4 99.1 BI 
BN a cigs naloa vines 99.9 96.3 3.6 
cn oa 7 ele ti nuceee 101.9 92.6 9.3 
ae 98.7 68.5 30.2 


When the convention assembled on 
December 7-9, 1931 the bond mar- 
ket ranged between values of 75 and 
76 representing a loss of about 25% 
from par value. The year closed with 
a bond index of 724%. The maximum 
fluctuation for the year exceeded 30 
points and the change between 1930 
and 1931 annual statement dates 
amounted to a loss of 23 points. Even 
U. S. Liberty bonds were off 7.6 
points from the previous year’s close. 

About this time insurance com- 
pany investments other than bonds 
and stocks began to congeal and be- 
come frozen for lack of a ready 
market. 

eee 
Convention Action 

HE Committee on Valuation of 

Securities of the National Con- 
vention of Insurance Commissioners 
recommended to the meeting of that 
body on December 8, 1931 the use of 
a basis of valuing securities by a 
means other than that represented 
by the then disorganized security 
markets. 

The resolution presented by the 
committee chairman, Superintendent 
of Insurance for the State of New 
York, George S. Van Schaick, fol- 
lows: 

“Whereas, exceptional fluctuations of 
value of stocks and bonds as reflected on 
the exchanges have led to the inquiry as to 
whether the market price quotations for 
stocks and bonds on any particular day are 
indicative of the fair market value of such 
securities ; and 

“Whereas, under similar circumstances it 
has been the policy of the National Con- 
vention of Insurance Commissioners to in- 
dorse and recommend the substitution of 
the range of the market and the average 
prices thus found running through a rea- 
sonable period of time as a fair basis of 
market value of stocks and bonds; 





“Resolved, that the Committee on Valua- 
tion of Securities of the National Conven- 
tion of Insurance Commissioners is of the 
opinion that under present conditions the 
market quotations on stocks and bonds for 
a particular day are not a fair standard 
for the ascertainment of a fair market 
value of such securities and recommends 
as a present substitute therefor the aver- 
age price of stocks and bonds as reflected 
by the exchanges for a range of five quar- 
terly periods ending September 30, 1931. 

“Further Resolved, that since the fair 
average thus ascertained is approximately 
the closing price of securities on June 30, 
1931, the prices of June 30, 1931 be taken 
as the fair market value during the cur- 
rent year and that such standard be ac- 
cepted for the annual statements due as of 
December 31, 1931, except that securities 
should not be valued at more than pur- 
chase price if purchased since June 30, 


1931 


“Further Resolved, that in cases where 
the condition of companies may require the 
immediate disposition of securities at pres- 
ent prices it is the opinion of this Com- 
mittee that the discretion of a Commis- 
sioner of Insurance should be exercised to 
vary the general formula herein set forth 
so as to adopt the prices then reflected by 
the exchanges.” 

Supplementing the resolution as to mar- 
ket values of securities upon an average 
basis instead of the exchange quotations 
of December 31, 1931, it is further 

“Resolved that in the valuation of bonds 
which have defaulted in principal or inter- 
est since June 30, 1931 and in the valua- 
tion of stocks and bonds of corporations 
in receivership since June 30, 1931, the 
convention value shall be the exchange 
quotations of December 31, 1931, instead 
of the average value as provided in the 
principal resolutions.” 


Following the reading of the reso- 
lution, Superintendent Van Schaick 
eloquently addressed the Convention 
on the subject. The following ex- 
cerpts from his address are expres- 
sive of the thought with which the 
matter had been considered: 


“There is no magic in the day of Decem- 
ber 31 of any particular year. It has 
grown up as a matter of custom, as a 
matter of convenience, and it is helpful 
to have all states adopt that as a day on 
which they will ascertain by reports of 
companies the financial condition of com- 
panies. There has never been any reason 
why the precise valuation of that particular 
day should be taken as above any other 
particular day. So far in normal times 
the matter has worked out well, arbitrarily 
taking that day as the time of valuation, 
but every time we get into a situation 
where the exchanges on a particular day 
do not properly represent the value, the 
real market value of a security, then the 
question has been presented: Is it neces- 
sary? It is incumbent upon a Superin- 
tendent of Insurance, a Commissioner of 
Insurance, to tie up absolutely and com- 
pletely to the amount reflected by the ex- 
changes on that day, no matter how dark 
it may be or how buoyant it may be?” 


Then after referring to the ruling 
of the New York Attorney General 
in 1907 he went on— 

“There is nothing really revolutionary 
about that because the policy of the law 
of all of our states had recognized for 
some time that it isn’t the liquidation value 
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of a particular day that is to govern. In 
the matter of bonds and mortgages which 
form the backbone of the investments of 
our great companies we know they are 
never valued except in the emergency as 
to what they can liquidate for on a par- 
ticular day. If it were otherwise, where 
would we be in the matter of our mort- 
gage securities at the present time, if the 
values which we would allow these com- 
panies to carry those securities at, were 
the value at which those would be listed 
on an exchange, if we had an exchange? 
The bottom has fallen out of the market 
for real estate mortgages more than it has 
on stocks and bonds and anyone who has 
real estate mortgages, if compelled to 
liquidate today, is in a more serious situa- 
tion than though he held depressed bonds 
and stocks, because there is a market for 
one and there is not in many places a mar- 
ket for the other. 


“The Banking Departments of our re- 
spective states, the Comptroller of the Cur- 
rency of the United States, even the Treas- 
ury Department, have all recognized this 
in the matter of the valuation of bonds. 
Banks cannot sell bonds and liquidate on 
a particular day at the prices which their 
bonds are now carried at, either state 
banks or the national banks. Why? Be- 
cause they are permitted to go along on 
the theory that this country is coming back 
and that those bonds are going to be paid. 
It isn’t absolutely sure. Some of these 
bonds that are carried at a certain price 
at the present time may default. Nobody 
can be absolutely sure. It is only a matter 
of exercising one’s best judgment in the 
matter of what valuation to put on these 
various securities. 

“So your Committee felt that under the 
extraordinary circumstances that exist at 
the present time, not only in regard to real 
estate mortgages, not only in regard to 
bonds but also in regard to securities of 
every sort, it is only the fair thing, ascer- 
taining the general condition of a company 
as a going concern, that we should permit 
a valuation fairly ascertained, to be used 
in the auditing of the annual statements 
that would not compel a needless loss up- 
on the great mass of people throughout 
the United States. 


“Your Committee was not unmindful of 
the fact that this convention owed a duty 
not only to the policyholders and to the 
companies, but also to the country at large. 
Looking ahead to December 31 none of us 
know what that day is going to bring 
forth—it may be the darkest day in the 
history of the United States, there may be 
a combination of circumstances, interna- 
tional and national and state and other- 
Wise that we can’t foresee, that may make 
that the lowest day that we have ever seen 

yet, unless some action should be taken 
by this Convention, such as is proposed, 
we would be tied up in the dark here to a 
valuation that we know and everybody 
knows would not correctly represent fair 
market value. This might lead to disaster, 
a tremendous disaster. 


“Of course, it would be a good deal 
easier for individual Commissioners to sit 
back and say, ‘Play absolutely safe. We 
will do it one way because it has been 
done that way generally and we won't 
modify it.’ That is all right, if any Com- 
missioner must do it that way, or feels 
that he must, all very well, but it has 
seemed to your Committee that to do that 
is to lose sight of the great interests of 
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policyholders generally, who are in these 
companies. To do that is to lose sight of 
the fact that we are part of a government 
where we ought to act prudently, but that 
we ought to do everything that we legiti- 
mately can to save the country when it is 
in distress; that this is only one of those 
steps that we are called upon to take, not 
that we welcome the situation, not that we 
like to have to deviate from the normal 
way of handling a situation, but that we 
feel there is an imperative duty at the 
present time to use common sense.” 


Opposition to the establishment of 
convention values was expressed by 
Colonel Howard P. Dunham, Insur- 
ance Commissioner for the State of 
Connecticut. 


Excerpts from Col. Dunham’s 


minority report follow: 


“I believe the State Insurance Depart- 
ments have a definite obligation to their 
respective states and to the insuring public 
to carry out their duty to report to the 
public the facts in respect of insurance 
companies which are under their super- 
vision. To use a basis of valuation for 
securities in excess of the current market 
value prevailing on the date as of which 
annual statements are formulated, would 
be misleading and would constitute a 
breach of the obligations of our offices, 
and by such action we would lay our- 
selves open to criticism and perhaps legal 
action in the case of policyholders who are 
misled by statements approved by the in- 
surance departments and who suffered loss 
due to inability of the companies to pay— 
said policyholders having been lulled to a 
sense of security by statements based on 
fictitious or unsound values of securities. 


“T believe we would be treading on de- 
cidedly dangerous ground to approve an 
artificial valuation of securities at figures 
above the current market values, which is 
the basis the insurance companies must 
necessarily use when they turn their securi- 
ties into cash to pay their obligations when 
they occur. The companies who are legi- 
timately engaged in the insurance business 
who were not organized for speculative 
purposes are not in need of help and the 
artificial values you propose are for the 
weaklings only. 

“The insurance companies of the country 
have been fortunate in that no serious con- 
flagrations or epidemic has occurred dur- 
ing recent years. But a large catastrophe 
may occur at any time and in my estima- 
tion state insurance departments have no 
right to approve or invite false statements 
on the part of the insurance companies. 


“The market values at a given time of 
stock (whether common or preferred) 
listed on the New York Stock Exchange 
can generally be taken to be the prices at 
which such securities were freely bought 
and sold at that date. Assets which have 
no quick market and evidences of debt may 
legally need to have the values at a given 
time otherwise ascertained.” 

Following a further extended dis- 
cussion the resolution was put to a 
vote and passed with only three dis- 
senting votes. 

Referring to the stock and bond 
market indexes, we find the following 
facts pertinent to the convention 
action: 


21 

Stock Market Index 
Last week of September bk ae 142.1 
Last week of December a 107.6 
Last week of March ee 122.5 
Last week of June 1951 «.<...5<Meme 


Last week of September 


Average of above indexes........ . 108.5 
Index of values adopted............ 103.2 
Market quotations Dec. 31, 1931..... 57.7 
Bond Market Index 
CRREUIRE De, FIs -sc.0:s:09-cenie ceeene 101.4 
December 3h, TIO. cick s.ccccsecksews 95.5 
March - 2 Se er 96.3 
June NP a iace. bse a esacwiw ovo 95.1 
Sentemibet Ba. W0shccs sks sccewasavccs 82.7 
Average of above indexes........... 94.2 
Index of values adopted............ 95.1 
Market quotations Dec. 31, 1931...... 72.5 


The action on valuation of securi- 
ties in 1931 was identical with that 
in 1914. In both cases the values 
used were those of June 30th of the 
respective years. 

ee e 
Convention Action 


in 1932 

T the meeting of the Convention 

at Chicago on June 23, 1932, 
the following resolution approving 
the principle of amortization for 
bonds held by insurance companies 
other than life, which latter class al- 
ready enjoyed the privilege, was 
adopted : 


“Whereas, the market price of Govern- 
ment, State, Municipal and other amply 
secured bonds is widely at variance with 
their true value and intrinsic worth; and 

“Whereas, for many years life insurance 
companies have been permitted to treat 
such bonds on an investment basis so as to 
reflect par at maturity, which policy has 
proved to be wise, safe and equitable to life 
insurance companies and to the public 
alike; and 

“Whereas, many states permit such am- 
ortization of amply secured bonds by in- 
surance companies other than life com- 
panies in the sound discretion of the Com- 
missioner or Superintendent of Insurance 
whenever circumstances make such action 
appropriate ; 

“Resolved, that this Committee on Val- 
uation of Securities of the National Con- 
vention of Insurance Commissioners hereby 
endorses and recommends to the National 
Convention of Insurance Commissioners 
the principle of the amtortization of amply 
secured bonds for all types of insurance 
companies under proper conditions; 

“Further Resolved, that, in the opinion 
of this Committee, present economic con- 
ditions make this an appropriate time for 
Insurance Commissioners and Superin- 
tendents to permit such amortization; 

“Further Resolved, that this Committee 
endorses and recommends legislation which 
would permit such amortization for all 
types of insurance companies in the sound 
discretion of the Insurance Commissioner 
or Superintendent in states where such 
authority does not now exist.” 


The soundness of the principle of 
valuing bonds by the amortization 
method had been tested by life com- 
panies for a quarter of a century and 
provoked little debate in the conven- 
tion or in insurance circles. It might 
only be subject to question where a 
company was so situated as to re- 
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quire a liquidation of its bonds to 
meet necessary payments. 

Between December 31, 1931 and 
the time of the action on amortiza- 
tion, the bond market had suffered a 
further decline as indicated by the 
following indexes : 


Some Bond Market Indexes in 1932 


Vamaty FTG. cv dcvtscccccvtceses yf 
March 10, 1932—yearlyhigh........ 78.1 
June 1, 1932—yearly low........ 57.5 
ale SE vtig ea cer docucnceens 60.7 
Oe: ee 59.4 


During the meeting of the National 
Convention of Insurance Commis- 
sioners at Dallas, Texas, on October 
17 and 18, 1932 there was consider- 
able discussion and several papers 
were read on the subject of Valuation 
of Securities. There was no formal 
action on the subject, however, by 
the convention. 


The following excerpts from pa- 
pers read are of interest: 

Commissioner Kidd, of Indiana 

“In providing a legal rule to be followed 
by Insurance Companies when listing, in 
annual statements, securities having no 
fixed term and interest rate, the two sim- 
ple words ‘market value’ are employed by 
sixteen states. Eleven specify ‘current 
market value’, six use the phrase ‘actual 
market value’ while others call for ‘cash 
market value’, ‘reasonable market value’, 
‘not above current market value’, ‘reason- 
able cash market value’ and ‘reasonable 
value determined by Commissioner.’ Boiled 
down, it appears that the several state law- 
making bodies had in mind a common pur- 
pose, adequately covered by the unqualified 
term ‘market value’. 

“‘Market value’ is that reasonable sum 
which the property will bring on a fair 
sale when sold by a man willing, but not 
obliged, to sell, to a man willing, but not 
compelled, to buy. Allen v. Chicago & N. 
W. Ry. Co., 129 N. W. 1094, 1095, 145 
Wis. 263. 

“Insurance is a business of deferred lia- 
bilities and in that particular is fundamen- 
tally different from any other line of com- 
mercial activity. 

“Assuming that a company has ample 
liquid assets promptly to meet its current 
liabilities, it seems to me that our chief 
concern is to determine the value that 
present assets will have at the time de- 
ferred or future liabilities mature. 

“We likely would all agree that the 
immediate price one can secure in cash for 
an article offered at quick sale is its 
‘liquidating value’; such as the price that 
can be had any particular moment for 
listed securities at the exchanges. It is 
my belief that liquidating values thus de- 
termined rarely reflect the ‘actual value’, 
the ‘market value’, the ‘actual market 
value’ or the ‘reasonable market value’ con- 
templated by creators of the various insur- 
ance statutes. Liquidating value may be 
higher or lower than true ‘market value’. 
It depends largely upon the trend of the 
times, the urgency of the sale, and the 
amount of window dressing preceding the 
transaction. 

“A typical example of preparing the 
public to absorb a large issue of question- 
able value is to be found in manipulations 
preceding the listing on stock exchanges of 
Insull Utilities Investment, Inc. in the 
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early part of 1929. Some two hundred and 
five individuals known nationally and 
whose investment in any stock would at- 
tract numerous buyers, were allotted 250,- 
000 shares at $12.00 each. In due season 
the public was permitted to ‘get its feet 
wet’ and the public did get its feet wet— 
it jumped in up to its speculative neck and 
the stock soared to $149. In less than 
three years receivers were in charge and 
they now report the stock valueless. 

Commissioner Dulaney, of Arkan- 
sas 

“Market value, in both legal and com- 
mon parlance, is the price at which one is 
willing to sell and another is willing to 
buy a given piece of property. The time 
and circumstances under which a sale is 
or must be made have much to do in de- 
termining the price, and often we think 
that the market price is fixed where one 
has to sell and another is compelled to 


buy. This is in the nature of a forced 
sale and not a true criterion.” 
ee se 
RIOR to the December 1932 


meeting, conferences were held 
by staff members of the insurance de- 
partments represented on the Com- 
mittee on Valuation of Securities. 
These representatives reported to the 
Committee a recommendation which 
was substantially to the effect that 
the values adopted for annual state- 
ments as of December 31, 1931 be 
continued for annual statements of 
1932. Following consideration of this 
report, the committee, through its 
chairman, Superintendent Van 
Schaick, presented the following reso- 
lution to the convention on December 
6, 1932: 

“Whereas, since the inquiry conducted 
last year by the National Convention of 
Insurance Commissioners as to whether 
market price quotations of stocks and 
bonds on any particular day are indicative 
of the fair value of such securities, ex- 
ceptional price fluctuations of such securi- 
ties on the exchanges have continued; and 

“Whereas, close study of the range of 
markets over various periods, together 
with various tests as to the range of mar- 
kets through times of prosperity and de- 
pression alike, up to and including Septem- 
ber 30, 1932, leads to the conclusion that 
the real value cannot be definitely deter- 
mined and that the Convention values of 
1931 are indicative of a fair value of 
securities for inventory purposes at the 
present time; and 

“Whereas, the trend of the markets in- 
dicates a situation that over a period of 
years normal market conditions may rea- 
sonably be anticipated, in which there will 
be willing sellers and willing and able 
buyers in the free rather than a forced 
market ; 

“Resolved, that the Committee on Val- 
uation of the National Convention of In- 
surance Commissioners is of the opinion, 
that under present condition, the Conven- 
tion values for stocks and bonds adopted 
for the annual statements due as of De- 
cember 31, 1931, reflects fair value for the 
inventory of such securities in the annual 
statements due as of December 31, 1932, 
except as hereinafter provided, and that 
the same shall be adopted as the Conven- 
tion values for 1932. 





“Further Resolved, that in cases where 
the condition of companies may require 
the immediate disposition of securities, it 
is the opinion of this Committee that the 
discretion of the Commissioner of Insur- 
ance should be exercised to vary the gen- 
eral formula herein set forth so as to 
adopt the prices reflected by the exchanges. 


“Further Resolved, that in the opinion of 
this Committee, securities should not be 
valued at more than the purchase price, 
if purchased since June 30, 1931, unless 
such purchase was in effect a bona fide ex- 
change of securities, resulting in better- 
ment of a portfolio, in which event the 
value herein provided should be allowed 
but not so as to exceed the Convention 
value of the securities disposed of in 
connection with such purchases; and no 
such special value should be allowed un- 
less such exchange is separately indicated 
in Parts 3 and 4, Schedule ‘D’, of the an- 
nual statement. 


“Further Resolved, that inasmuch as a 
number of worthy industrial and commer- 
cial corporations are in emergency receiv- 
ership and a number of corporate bonds 
are in default as to interest and/or prin- 
cipal by reason of lack of liquidity rather 
than by reason of lack of underlying value, 
stocks of corporations in receivership and 
bonds in default should be valued on the 
1931 Convention basis less 30 per cent of 
the difference between such Convention 
value and the exchange quotation as of 
December 1, 1932, unless the value under- 
lying such securities has been heavily de- 
pleted or has disappeared to such an ex- 
tent that a lower value is required by 
reason of such special circumstances. 


“Further Resolved, that in the applica- 
tion of this resolution, recognition should 
be given to the fact that Convention values 
as herein defined are based upon the range 
of the market and are subject to revision 
as the actualities of the market from day 
to day develop, and that it be recommended 
that companies set up voluntary reserves 
to be designated in the annual statements 
‘contingency reserves’. ‘That at regular 
periods thereafter the actual market value 
of securities as reflected by the exchanges 
from day to day be averaged in so as to 
bring the range of the market used in 
accord with actual future developments, 
or that there be adopted some other method 
to accomplish such result, so that the 
difference between the Convention values 
as herein determined and the actual ex- 
change quotations shall be absorbed over a 
reasonable period.’ 

“Resolved, that for 1932, this Conven- 
tion hereby ratifies and confirms the action 
taken by its Committee on Valuation of 
Securities pursuant to the recommendation 
of the financial adviser to the Convention, 
with respect to moderate and reasonable 
adjustments in the 1931 Convention values 
for municipal bonds.” 

The resolution was unanimously 
adopted. 


The underlying facts which led to 
the foregoing action deserve consid- 
eration. 

The stock exchange quotations had 
dropped to panic price levels during 
the summer of 1932 and had not re- 
covered sufficiently to represent rea- 
sonable values during the year. The 
following stock market indexes show 
the extent of the decline: 

(Continued on Page 26) 
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Regardless of Technical Discussions, the Prime Duty of Insurance is to Pay Losses Promptly and Fairly. 





ORTHODOXY OF UNEARNED PREMIUM RESERVES 














By JOHN M. LEAVENS 


MEMBER OF THE BAR OF THE STATE OF NEW JERSEY 


HAT is the purpose of the un- 
earned permium reserve of a 
corporation writing insurance 
other than life? Were you to put 
this question to an insurance commis- 
sioner, or a company official or an 
informed member of the premium 
paying public, the chances are that 
the answer would run like this: The 
unearned premium reserve is a fund 
held in trust by the company and ex- 
ists for the exclusive protection of the 
holders of unmatured policies, and 
can be used only to refund the un- 
earned premium on cancelled policies 
or to effect reinsurance, whether the 
company be strong, weak, failing or 
insolvent. Should you press for an 
explanation of this exclusive right, 
you would be told that the reserve has 
always been held for this purpose be- 
cause it is an inherent attribute of 
insurance. 
Your informant unwittingly would 
display his ignorance of trust funds 


but he might not be far 
wrong in his estimate of the 
purpose of the reserve. Re- 




















—= Stating the arguments on the 
other side of a subject which has 
been previously discussed in this 





cently Mr. Jess H. Rosen- 

berg’ ably discussed the foundations 
of the trust fund belief and demon- 
strated that there is neither a trust 
nor a fund involved. It must be con- 
ceded at the outset that this view is- 
correct. 


Nevertheless the implications of 
the majority view, if only because of 
its widespread acceptance, cannot be 
overlooked for they point to a ques- 
tion of great importance. It may be 
stated this way: Are the assets rep- 
resented by the unearned premium 
reserve dedicated exclusively to the 
holders of unmatured policies? An 
affirmative answer is suggested both 
by the history of insurance and the 
practical requirements of the busi- 
ness. 





1 Are Unearned Premiums Trust Funds?—Journal 
of American Insurance, January, 1934. 


ARINE insurance is of the 

greatest antiquity. It has grown 
with the growth of maritime trade 
and has been tempered by the neces- 
sities of trade. It is obvious that 
commerce can only be conducted suc- 
cessfully under uniform laws. The 
early traders, recognizing this, de- 
veloped customs of trading which in 
time crystallized into positive law and 
became known as the lex mercatoria 
or law merchant. As these rules be- 
came definite they were adopted by 
maritime nations either by statute or 
judicial interpretation with the result 
that the commercial law became an 
international law. The scope of this 
law merchant embraced all aspects of 
trade. It comprehended the law of 
negotiable instruments, for example, 
and it included the law of marine in- 
surance. The more trade spread, the 
more definite became the rules of 
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marine insurance and gradually there 
developed a universal concept of the 
nature of insurance. 

This concept was definitely estab- 
lished in the year 1666 when occurred 
the great London fire which brought 
to the minds of men the need for fire 
insurance. It was only natural that 
they should turn to the established 
rules of marine insurance as a guide 
in building up this new form and con- 
sequently the law of fire insurance 
had its roots in the internationally 
recognized law merchant. 

arly insurance was written by in- 
dividuals, associations and joint stock 
companies. The great corporate in- 
surer of today was unknown. There 
could be no reserve requirements un- 
der such conditions, because in every 
instance all the resources of the in- 
dividual or of the group constituted 
the assets available to the policy- 
holders and limited liability of the un- 
derwriters was unknown. One writer 
has explained that the lack of reserve 
requirements was due to the scarcity 
of safe investments, an assertion 
which overlooks the significance of in- 
dividual liability, but he also acknow- 
ledged that the shrewdness of the 
purchasers of most of the policies 
(chiefly marine) enabled them to 
judge for themselves the financial re- 
sponsibility of insurers.’ 


URING this early period pre- 

miums were sometimes paid in 
advance but more often payment was 
deferred until the occurrence of loss 
or the termination of the risk.” An 
assured who had merely promised to 
pay the premium obviously enjoyed a 
preferred position upon the insol- 
vency of the insurer for it was early 
recognized in the law of insurance 
that if the risk be not run absolutely, 
the consideration for the premium 
failed. He had paid no premium and 
was released from any obligation to 
do so. The position of an assured 
who had paid a premium in advance 
was similar, for the rights of such 
an assured were fixed by those stat- 
utes which represented the crystalli- 
zation of the mercantile custom, 


In England in 1747 reinsurance of 
marine risks was forbidden by stat- 
ute * “unless the assurer shall be in- 
solvent, become a bankrupt or die, in 
either of which cases such assurer, 
his executors, administrators or as- 
signs may make re-assurance to the 
amount of the sum before by him as- 
sured ...”. This act was passed to 


? Patterson: The Insurance Commissioner in the 
U.S. (1927) p S515. 

3 Marshall: Insurance, Ist Am. Ed. (1804) p 115. 

*Stat: 19 Geo. 2 c 37 (1747); repealed in 1867 
by Stat. 30 and 31 Vict. c 23. 


JouRNAL oF AMERICAN INSURANCE 


prevent wagering “‘under the pretence 
of assuring the risque on shipping and 
fair trade” by which “the institution 
and laudable design of making assur- 
ances hath been perverted.” 

Magens, the earliest known com- 
mentator on Insurance, referring to 
this Act expressed the rights of the 
assured against a bankrupt insurer to 
permit either cancellation of the pol- 
icy or a demand for reinsurance, the 
premium for which was payable out 
of the bankrupt’s estate. Magens 
suggested, without approval, that the 
policyholder had a priority for this 
purpose. ° 


Magens has also collected scattered 
ordinances of the continental trade 
centers which save for his compila- 
tion might be entirely lost today. He 
quotes a Hamburgh Ordinance No. 
965 which provided for the rights of 
assureds on the insolvency of the as- 
surer, “That a new insurance may 
be made and the premium be recalled 
from the insolvent debtor.” Another 
ordinance, Amsterdam No. 536 pro- 
vided “That the insured may make a 
new insurance for the sum insured 
and order it to be notified to the as- 
signees of the insolvent person by a 
messenger from the Court of Insur- 
ance.” Magens comments that the or- 
dinance does not explain how the in- 
sured was to be considered in regard 
to his premium paid.® 

Emerigon, another early writer on 
insurance, refers to a custom of Mar- 
seilles prevailing about 1783 requir- 
ing a bankrupt insurer to effect rein- 
surance. “If at the time of the sign- 
ing of the policy the premium had 
been paid, Pothier (n, 190) says that 
restitution may be demanded.” He 
continues, “Among us the assured 
presents his petition against the bank- 
rupt and the mass of creditors. He 
obtains a sentence authorizing him to 
effect reinsurance on the risks pend- 
ing, at such premium as he may, con- 
demning the bankrupt to the payment 
‘of the cost and expenses of the said 
reinsurance, including a_ greater 
premium (if one is obliged to pay a 
greater premium) the whole with in- 
terest and expenses; for which the 
assured shall be paid, first out of the 
premium stipulated in the policy (if 
it has been simply promised) and in 
case of insufficiency out of the other 
property and effects of the bankrupt. 

By this usage the first insurance 
exists in all its force. The assured 
has the choice of demanding either 
the rescinding of the contract on the 
bankrupt insurer failing to give se- 
curity, and then the insurance ceases 


®* Magens: Insurance (London 1755) Vol. 1 p 93. 
® Magens Vol. I p 70. 





to exist; or permission to effect rein- 


surance.” * 
* 7 7 


NSURANCE in America began in 
1752 with the creation of the fa- 
mous Philadelphia “Hand in Hand” 
as a mutual fire association. The cor- 
porate insurer in this country came 
into existence about 1794. * 


Adapting the conduct of insurance 
to a corporate form was a long step. 
Up to this time insurance had been 
written by individuals or groups of 
individuals. Persons seeking insur- 
ance relied on the financial responsi- 
bility of the individuals with whom 
they were dealing. They knew that 
all of the assets of the individuals 
were available for the satisfaction of 
their claims. With the corporation, 
however, came limited liability, Only 
the assets of the corporation were 
available to the policyholders. The 
stockholders of the corporation were 
responsible only for their capital sub- 
scriptions and once they had paid in 
their respective amounts they were 
no longer liable for any losses. 


The effects of this change in the 
mode of conducting the underwriting 
of insurance were not appreciated at 
first but gradually provisions were 
made that suited the new form to the 
original purpose. We can trace the 
changes in thought in various ways. 
The early charters contain some lim- 
itations and the practice of establish- 
ed companies frequently reveal self 
imposed restrictions. Later on, state 
statutes and, at an even later date, 
departmental regulations promulgated 
under broad legislative delegations of 
authority to insurance departments 
and commissioners assist us in outlin- 
ing this development. 


In some of the early charters of 
corporate insurers the restriction was 
imposed that premiums and premium 
notes on risks unexpired should not 
be considered as profits for purposes 
of dividends. This restriction recog- 
nizes the principle that a premium 
paid in to a corporate insurer was not 
earned immediately. Today, this rule 
seems elementary because of its gen- 
eral acceptance, but it was novel doc- 
trine at the time and even as late as 
1854 was ignored by many insurers. 
One company, the Aetna Fire Insur- 
ance Company, learned its lesson 
from the Mobile fire of 1827, and es- 
tablished a “surplus” as a resource in 
a crisis." This remedy was not a full 


* EDITORIAL NOTE: The author uses the word 
“corporate” here to mean a company having stock- 
holders. The Philadelphia Contributionship or ‘‘Hand 
in Hand’, organized in 1752, was incorporated as 
a mutual company in 1768. 


7 Emerigon: Insurances (Marseilles 1783) Meri- 


deth’s Ed. (1850) Ch. 8 Sec. 14. 











recognition of the rule and the Comp- 
troller of New York, writing in the 
capacity of insurance commissioner, 
stated in 1854, “I have not seen in 
any statement received at this office 
from any stock company in this state 
a deduction from their estimated sur- 
plus profits of any sum for unearned 
premiums.” * 


The experience of the Eagle Fire 
Insurance Company is enlightening. 
As early as 1817 it had set apart on 
its books an amount to represent ‘the 
sum necessary to effect reinsur- 
ance.” This was exemplary of cau- 
tious insurance practice, for the first 
reported reinsurance in this country 
did not take place until 1819." In 
1835, following a conflagration in 
New York, this company, as well as 
all others in the city, was insolvent. 
It was advised by counsel to refund 
unearned premiums on policies on 
which no loss had been sustained be- 
fore it began to adjust losses. This 
course of action was adopted.” 


HE states began to exercise con- 

trol over insurance companies as 
early as 1807. In that year Mass- 
achusetts required companies to make 
annual reports to the general court. 
Publicity was directed in 1818. This 
example was followed by New York 
in 1827 and other states in their turn. 
These early reports were yery crude. 
Not until 1837 did they comprehend 
“reserved funds” (and then only 
half of the reporting companies in- 
cluded any figure under this heading ) 
and not until 1874 did they include 
unearned premium reserves as we 
know them today. 


The development of insurance de- 
partments began about 1852. As the 
business of insurance grew these de- 
partments were vested with plenary 
authority to control the activities of 
companies, Although the powers of 
the departments were neither legisla- 
tive nor judicial, there did exist “a 
duty of ascertainment” requiring the 
departments to apply the none too 
specific insurance laws to the conduct 
of the business. It cannot be doubted 
that this duty has been performed with 


* One Hundred Years of Fire Insurance (1919) p 
67. 

*1 Ins. Rep. N. Y. Barnes Condensed Ed. p 888. 
1 Centennial History of Eagle Fire Ins. Co. (1906) 
p 60. 

"The Aetna Fire Ins. Co. reinsured the Middle- 
town Fire Ins. Co.—History of Reinsurance (2nd Ed. 
1931) p 141. The honor is also claimed by the 
Hartford because of its reinsurance of the New 
Haven Fire Ins. Co. in 1822—History of Hartford 
Fire Ins. Co. (1910) p 68. 

12Qp. cit. note 10 p 78. 

18 Wisconsin: Stat. 1929 203.05, 201.27. 

4 Idaho: C. L. 1927 220.89. 

No. Car: Code 1931 6294. 
R. I: P. L. 1928 Ce. 1219. 


Washington: Rem. Comp. Stat. 7126. 


JouRNAL OF AMERICAN INSURANCE 


true zeal, with the result that depart- 
mental orders have been an important 
factor in the control of insurance. 


Today in every state either by stat- 
ute or departmental order, corporate 
insurers are required to maintain un- 
earned premium reserves under one 
name or another. Likewise reinsur- 
ance is universally permitted. One 
state, Wisconsin,” definitely grants a 
statutory priority to the unmatured 
policyholder. Four states, Idaho, 
North Carolina, Rhode Island and 
Washington” authorize a receiver of 
an insolvent insurer to reinsure the 
policies if the plan is approved by the 
insurance department. Three states, 
Massachusetts, Missouri, and Ohio,” 
subordinate the claims of unmatured 
policyholders to those of loss claim- 
ants. In these states the question is 
definitely settled. In the other forty, 
the rule will depend on general prin- 
ciples and the construction of statutes 
which do not of themselves solve the 
problem. 


The history of insurance in pre- 
corporate days indicates strongly that 
the unmatured policyholder enjoyed 
a preferred position. Much of the 
confusion today in squaring this same 
view results from an incomplete com- 
prehension of the extraordinary 
changes wrought by applying a cor- 
porate form to an established institu- 
tion which had grown along non-cor- 
porate lines. For those who believe 
that the advent of the corporation 
changed the fundamental nature of 
the business, this preferred position 
is indefensible. For those who be- 
lieve that the institution remained as 
it was and the corporate form became 
moulded to this institution the pre- 
ferred position is obvious. 


leaving the intimations of history 
behind, consider the practical require- 
ments of the business. 


The conduct of the business of in- 
surance is not governed by the rules 
applicable to ordinary commercial 
transactions. Our Supreme Court 
has said of insurance, “The business 
has very definite characteristics with 
a reach of influence beyond and dif- 
ferent from that of the ordinary busi- 
ness of the commercial world.”” Be- 
tween 1910 and 1932 at least one 
hundred and seventy-five companies 
reinsured all or part of their policies 
and shortly afterward retired from 
business or were liquidated. The 
greater part, if not all, of these rein- 
surances were made with the knowl- 
edge and approval of the insurance 


15 Mass: 
Mo: 
Ohio: 





Gen. Laws (1932) Ch. 
Rev. Stat. 1929) 595. 
Gen. Code Sec. 634-8. 


175 Sec. 46. 
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departments of the state of incorpora- 
tion of the reinsured company. So 
far as is known the validity of these 
reinsurances has never been ques- 
tioned, yet they indubitably gave to 
unmatured policyholders a preference 
which would not be tolerated in a cor- 
poration transacting ordinary busi- 
ness, 


This difference between the insur- 
ance corporation and the ordinary 
corporation is exemplified further in 
their accounting practice. The ordi- 
nary corporation maintains on its 
books a capital account, consisting of 
capital stock and surplus. In case of 
financial difficulties the creditors can 
look to the capital stock and surplus 
for satisfaction of their claims. The 
insurance company maintains a capi- 
tal stock account and a surplus and in 
addition, an unearned premium re- 
serve. Creditors including loss claim- 
ants can still look to the capital stock 
and surplus for satisfaction of their 
claims leaving the unearned premium 
reserve for the protection of unma- 
tured policyholders.* 


HIE unearned premium reserve 
comes into existence after this 
fashion. A man _ seeks protection 
against a certain hazard. To secure 
this he pays a premium to an insur- 
ance company in advance. The com- 
pany commingles this premium with 
its other funds, retaining any incre- 
ment that attaches to it by way of in- 
terest and becoming liable for taxa- 
tion on the amount.” Yet the com- 
pany may not deal absolutely with 
this money. It may not pay it out in 
the form of a dividend and it must 
account for it. To do this it sets up on 
its books a liability which it denotes 
as the unearned premium reserve. 
The size of this reserve is determined 
by the amount of premiums out- 
standing which would have to be re- 
turned to the policyholder if his pol- 
icy were cancelled. The company 
does not segregate cash but it does 
charge its assets with an amount 
equal to its liability and only pro rata 
as it is earned by the running of the 
term does this charge cease to exist 
as an obligation to keep the insurance 
in force. Either the assured has his 
insurance or his money back, 
The unearned premium reserve 
(considered as a charge against the 
(Continued on Page 28) 





* The situation, for purposes of example, is no 
different with a mutual company, although the example 
here used by the author has to do with the corporate 
structure of a stock company—Editor. 

16 German Alliance Ins. Co. v. Kansas (1914) 233 
U. S$. 4%. 
17The taxability of unearned premium reserves 
was first established in Peoples v. Parker (1871) 34 
N. J. L. 479 aff'd. 35 N. J. L. 575, which decision 
has been universally followed. 
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Valuations 
(Continued from Page 22) 


Stock Indexes in 1932 


Month of January 1932............ 58.0 
Month of February 1932............ 56.5 
Month of March i | errr 56.8 
Month of April er 43.9 
Month of May Serer 39.8 
Month of June . eee 34.0 
Month of July |. ere rr 35.9 
Month of August eae 53.3 
Month of September 1932............ 58.2 
Month of October 1932............ 49.9 
Month of November 1932............ 47.5 
Month of December 1932............ 47.4 
Yearly low, week of June 29, 1932... .32.3 
Yearly high, week of Sept. 7, 1932... 64.1 


eee 

HE actions of the securities mar- 

kets in 1932 were clearly indica- 
tive of the fact that they had ceased 
to be in any sense a barometer of fair 
values. The average stock values de- 
preciated 44% from the January in- 
dex to the index of the last week in 
June when the lowest ebb of the 
depression was reached. Then these 
averages leaped upward showing a 
98% increase from the low point 
within a period of 2 months. From 
the yearly high in the week of Sep- 
tember 7, to the last week in the year 
values dropped again losing 28% of 
the high. 

Bond values were similarly un- 
stable during 1932. In the less than 
three months from March 10th to 
June Ist the index dropped from 78.1 
to 57.5 or a loss of 26%. 

Let us now examine the statistics 
which the insurance commissioners 
had before them when they deter- 
mined to continue the previous con- 
vention value, lest some may think 
the action was without reasonable 
foundation. 


Convention Value Index 103 
Stock Exchange Index 


eS eee 59 
Ss aa ee 71 
ee ee reer 70 
ee ee | er 83 
oe a Se... Sere 101 
oe ae Ee 106 
BO Se BF oc ccs cccscccuscccs 134 
PIOEE  -DE PRs ve eco sccccteccawe 178 
eS ae ree 151 
| a. | 108 
ee ae. < ere 55 
SOE FI asc Fositeesiiviccces’s 58 
Average Exchange Value 
-.. f  ). eee 105 


December, 1928 to 1931 and Septem- 
ber 30, 1932 110 

December, 1923 to 1931 and Septem- 
Se aren ree 

13 quarters ended September 30, 1932.109 

Highest exchange value 3rd week in 


eee eee ee ee ee 


II. SEEN 5 5c vanenaceuxewa 228 
Lowest exchange value last week in 
ONG Is iit Ws0.io kd oded oar dba ao 


It will be seen from the foregoing 
that the convention value index of 
103 compares favorably with the av- 
erage market quotations as of the ten 
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preceding annual statement dates 
which was 105. It likewise was 
somewhat lower than the average in- 
dex produced by the latest four years 
and the latest quarter which resulted 
in an index of 110. The same was 
true of the latest nine years averaged 
with the latest quarter, which indexed 
105. 

Another strange coincidence was 
was that the values as of the latest 13 
quarters averaged 109 or slightly over 
the convention value. 

The next most important thing in 
the convention resolution was the 
manner of valuing stocks of corpora- 
tions in receivership and bonds in de- 
fault. This part of the resolution was 
in recognition of the fact that the 
market quotations no more repre- 
sented the fair value of such securi- 
ties than they did for other securities. 

With securities generally in little 
demand and commanding poor prices, 
it was quite evident that the stocks of 
corporations in emergency receiver- 
ship and bonds in default would be 
grossly undervalued on the ex- 
changes. It was therefore felt that a 
mark off of 30% of the depreciation 
from previous convention value to 
current market would leave a fair 
value remaining, except where prop- 
erty values had been heavily depleted. 
These latter securities were deter- 
mined and valued on specific review 
at current market by the conventions 
investment counsel, 

The supplemental resolution con- 
cerning municipal bonds resulted 
from a report by the conventions in- 
vestinent counsel that the values used 
for these securities in the previous 
year were not fairly representative of 
market values as of the date used by 
the convention. 

Many municipal securities are rare- 
ly traded on the market. so that it had 
become necessary to use considerable 
judgment. Counsel recommended a 
downward adjustment of approxi- 
mately 10%. 

ee @ 


Convention Action in 1933 
N' ) action was taken with respect 
to the valuation of securities 
during 1933 until shortly before the 
December meeting of the Convention. 
The procedure followed was similar 
to that of 1932 in the matter of deter- 
mining what action should be taken. 
A staff committee, selected from 
the departments represented on the 
valuations committee, studied the 
problems involved. Their recommen- 
dations were presented to the commit- 
tee and subsequently to the conven- 

tion in the following resolution : 


“Whereas, since the inquiry conducted 
last year by the National Convention of 





Insurance Commissioners as to whether 
market price quotations of stocks and 
bonds on any particular day are indicative 
of the fair market value of such securities, 
exceptional price fluctuations on such se- 
curities on the exchanges have continued ; 
and 

“Whereas, close study of the range of 

markets over various periods, together 
with various tests as to the range of mar- 
kets in times of prosperity and depression 
alike up to and including December 1, 1933, 
leads to the conclusion that real value of 
securities cannot be definitely determined 
by the market price quotations of stocks 
and bonds on any particular day, and that 
the Convention values of 1932, adjusted to 
reflect the influence of market price quo- 
tations of 1933 in the degree hereinafter 
provided, are indicative of a fair market 
value of securities for inventory purposes 
at the present time; and 

“Whereas, the trend of the markets in- 
dicates that over a period of time normal 
market conditions may reasonably be an- 
ticipated in which there will be willing 
stllers and willing and able buyers in a 
free rather than a forced market; 

“Resolved, that the Committee on Valu- 
ation of Securities of the National Con- 
vention of Insurance Commissioners is 
of the opinion that the following basis oi 
valuing stocks and bonds reflects fair mar- 
ket value for the inventory of such securi- 
ties in the annual statements of insurance 
companies as of December 31, 1933, and 
recommends that same be adopted as Con- 
vention values for 1933: 

1. Stocks and bonds other than bonds of 
governments, states, and political sub- 
divisions thereof, should be valued at 
the average of Convention values used 
for annual statements as of December 
31, 1932, and market quotations of 
November 1, 1933, except as hereinafter 
provided. 

2. Bonds amply secured and not in default 
should be valued on an amortized basis 
wherever permitted by law. 

3. All bonds of governments, states and 
political subdivisions thereof should be 
valued at the Convention values used 
for annual statements as of December 
31, 1932, except that where such bonds 
shall have been in default for a period 
longer than one year prior to Novem- 
ber 1, 1933, the values to be used should 
be the Convention values used for an- 
nual statements as of December 31, 
1931, less 30% of the difference between 
such values and the market price quo- 
tations on November 1, 1933. 

4. The Committee on Valuation of Securi- 
ties is authorized to modify the fore- 
going formula in cases where circum- 
stances warrant. 

*“Further Resolved, that the cost or 
book value of stocks, whichever is lower in 
the aggregate held by life insurance com- 
panies, as of November 1, 1933, may be 
used in the aggregate as the fair market 
value of such stocks, provided the income 
received by such companies on such stocks 
during each of the five years preceding 
the date of valuation shall have been at 
the rate sufficient to meet the interest re- 
quired to maintain policy reserves and 
other policy obligations, and provided fur- 
ther that the net investment income re- 
ceived by such companies on their ledger 
assets shall not have been less than re- 
quired to maintain the reserves. This 
shall not apply to stocks of corporations 
in receivership or similar status. Cost as 


used herein shall be held to include stocks 
received as exchanges or rights received 











as dividends or otherwise at not to exceed 
the market value quoted on the date re- 
quired. 

“Further Resolved, that in cases where 
the condition of insurance companies may 
require the immediate disposition of securi- 
ties, it is the opinion of this committee 
that the discretion of the State Supervisory 
Officials of Insurance should be exercised 
to vary the general formula herein set 
forth, so as to adopt prices reflected by the 
exchanges. 

“Further Resolved, that in the opinion of 
the Committee on Valuation, companies 
should be urged to maintain a reserve for 
contingencies to provide for fluctuations 
in the market price quotations of stocks 
and bonds not subject to amortization.” 


*5. Bonds and stocks purchased, other 
than by exchange, since June 30, 1931 
shall be valued at the market price 
quotations on November 1, 1933. 

(Subsequently adopted by the Convention) 


EVELOPMENTS in the secur- 

ity markets during 1933 were 
a decided improvement over those of 
the several preceding years. This 
might give rise to the question as to 
why the convention values were low- 
ered at such a time with the market 
improving. 

It is quite obvious that from June 
30, 1931 which served as the basis 
for 1931 and 1932 convention values 
the markets had been steadily and 
consistently below the level of that 
date. Premium volume had fallen off 
in the companies so that deferred lia- 
bilities threatened to turn more cur- 
rent than had been the case thereto- 
fore. Companies had generally been 
able to retrench sufficiently so as to 
meet a more severe valuation test. 

The following developments as to 
stock market quotations show the 
better trend in the market following 
the reopening of the banks of the 
nation: 


Stock Indexes in 1933 
Last week in December 1932........ 45.7 
Average for January ee 49.1 
Average for February 1933........ 44.9 
Average for March (ee 43.2 
Average for April ae 47.5 
Average for May Sn 62.9 
Average for June | Sas 74.9 
Average for July ‘are 80.4 
Average for August ee 754 


Average for September 1933........ 74.8 


Average for October ee 69.5 
Average for November 1933........ 69.1 
Average for December 1933........ 70.4 
Former Convention Value .......... 103 
Averaged with Nov. 1, 1933 value of. 65 
Convention Index for 1933.......... 84 


Evidence of continued stability of 
values may be found by following 
the stock indexes for the first part of 


1934. These are: 

Stock Indexes in 1934 
Average for January ee 75.6 
Average for February 1934........ 80.5 
Average for March a 77.1 
Second week in April: 1934........ 79.9 
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Municipal Bonds.—Special consid- 
eration was given to the valuing of 
municipal bonds in item 3 of the con- 
vention resolution. This action was 
due to the fact that municipal bonds 
are considered prime securities even 
when of little demand in the markets. 

Stocks Held by Life Companies.— 
The provision for valuing stocks held 
by life insurance companies on the ag- 
gregate of book values, provided the 
earnings of such stocks covered the 
requirements of policy reserve inter- 
est, was an important new develop- 
ment. It was not undertaken with 
the thought that such investments 
were proper for life insurance funds 
but rather to meet a practical situa- 
tion that merited the action taken. It 
is unquestionably sound theory that 
the fundamentals of life insurance 
demand (1) investments that might 
reasonably be expected to be sold in 
normal markets at investment cost 
and (2) investment earnings suff- 
cient to meet reserve requirements. 
While the second requirement is the 
only one mentioned in the resolution 
it must be remembered that the period 
for testing this feature as set forth 
thereon is the most severe in the 
financial history of life insurance. 

Convention Value Limitation. — A 
stop limit was placed on the extent by 
which convention values would be 
permitted to exceed market quota- 
tions. Item 4 in the 1933 resolution 
refers to the authority of the Com- 
mittee on Valuation of Securities to 
vary the general formula provided 
therein. This authority was exercised 
to limit the convention value to not 
exceeding twice the market quotation. 


General Observations 


IIE whole theory of establishing 

a value for securities, to be used 
for financial statement purposes, must 
be based upon the principle that ex- 
change quotations do not invariably 
represent fair value. 

Insurance companies are particu- 
larly well situated for valuing assets 
on a range of the market basis by rea- 
son of the deferred character of their 
liabilities and the rarity of demands 
for liquidation of any substantial part 
of their portfolios. 

The provision, carried throughout 
the resolutions adopted by the conven- 
tion, for adopting current exchanges 
on securities held by companies faced 
with dernands for liquidation of assets 
covered the exceptional cases where 
the contrary is true. 

The valuation program had its in- 
evitable shortcomings. These may 
be listed as follows: 
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1. Insurance commissioners were slow to 
or neglected to require exchange quo- 
tations on companies in condition re- 
quiring liquidation of portfolios. ; 

2. Poor distribution or diversification of 
investments resulted in more than aver- 
age exchange losses and indicated, a 
possibility of inadequate recovery over 
a future period. y 

3. Universal public confidence in the out- 
come was unattainable and led to loss 
of business by those relying heavily on 
Convention values. 

4. Where loss of business was heavy it 
led to sacrifice of securities on bad mar- 
kets in order to meet reserve liquida- 
tion. 
Stocks of the highly speculative type 
enjoyed unwarranted advantages 
through receiving the same considera- 
tion accorded the less speculative issues. 
When the issue is raised, however, 
there are few who will say that the 
benefits, resulting from the conven- 
tion program of valuing securities, do 
not greatly outweigh the known and 
alleged disadvantages. 

The convention is giving considera- 
tion to the question of whether or not 
a permanent plan of valuing securities 
held by insurance companies should 
be evolved. Those who hold firmly 
that the market of June 1932 was not 
a fair one, cannot avoid the conclu- 
sion that the same was true of the 
market of September 1929. 

A permanent plan of valuation 
which would moderate the peaks and 
valleys of market values would tend 
to turn insurance companies from 
speculative stocks particularly dur- 
ing periods of high prices. Invest- 
ment in bonds less susceptible to fluc- 
tuation would be encouraged. Asset 
deflation of a sudden character would 
not threaten the business. Paper 
profits would not encourage specula- 
tive development of insurance com- 
panies. 

We may be thankful that the stock 
exchanges cannot be looked to for the 
valuation of all forms of assets and 
investments. The daily trading of 
speculators appears to reflect little as 
to the true values on any particular 
day but shows simply supply and de- 
mand frequently subjected to artificial 
manipulation. It is unfortunate that 
many people are difficult to convince 
of that fact. 
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Unearned Premiums 


(Continued from Page 25) 


assets) may be applied either to re- 
funding unearned premiums on can- 
cellation or to reinsurance of the out- 
standing obligation. Reinsurance is 
effected by paying over to the rein- 
surer the part of the unearned pre- 
mium proportionate to the risk upon 
the assumption by the reinsurer of 
the obligation of protection. Rein- 
surance is today a regular part of the 
business of every insurance company. 
It is frequently employed to pull a 
company out of financial difficulties, 
by uniformly easing the load of each 
individual policy and it is used in 
winding up retiring or insolvent com- 
panies. 

When used by a retiring or insol- 
vent company reinsurance has defi- 
nite value. The majority of the 
claimants in number, if not in 
amount, seek return of the unearned 
premium. <A reinsurance of their 
policies immediately disposes of these 
claims. To the policyholder is given 
the protection which he sought. The 
company receives the benefit of a 
more economical administration of the 
remaining estate and in addition a 
bookkeeping profit. This latter item 
arises because a reinsurance is in ef- 
fect a compromise settlement, Were 
the company required to refund the 
unearned premium it would have to 
pay over a portion of the gross pre- 
mium pro-rated on the basis of the 
unexpired time to the full time for 
which the policy was written. Rein- 
surance is effected at a lower cost, the 
difference between the two figures 
representing, in effect, a commission 
for acquiring the business. Other 
factors may further reduce the cost 
of the reinsurance. 

Thus reinsurance of unmatured 
policies does the greatest good to the 
greatest number, at the least possible 
cost and the least possible harm to 
other claimants. 


T may be asked why the unma- 

tured policyholder should receive 
this protection, as a practical matter, 
at the expense of the matured policy- 
holder. Suppose that claims for un- 
earned premiums were treated on an 
equal footing with other claims. 
Losses notoriously continue without 
regard to the solvency of insurers. 
What then of the losses which occur 
after insolvency? If it is true, as 
some authorities hold, that all policies 
are cancelled by insolvency, then the 
unlucky policyholder, in this instance 
must shoulder the entire burden of 
his loss, although a reinsurance would 
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have protected him against this very 
occurrence. Nor must it be forgotten 
that the policyholders seldom become 
acquainted with the financial diffi- 
culties of their company until it either 
no longer concerns them because of 
the lapse of the coverage period or a 
loss has occurred and it is too late to 
get a replacement insurance. So, in 
the light of all the circumstances, of 
the two choices—making the matured 
policyholders bear the expenses of re- 
insurance, or making the unmatured 
policyholders individually assume the 
risk of subsequent losses, the former 
seems preferable. 

It may be beside the point to add 
that the institution of insurance gains 
by the recognition of a practise which 
assures to the unmatured policyholder 
an uninterrupted protection during 
the term of his policy, both by the 
continuation of policies which other- 
wise might be terminated and by the 
good will which the unmatured pol- 
icyholders will bear to an institution 
which preserves their security. 

As a concluding note it should be 
stated that this defense of the ortho- 
dox view has not been written to re- 
solve forever the intricate mystery 
of the unearned premium reserve but 
to indicate that this persistent tradi- 
tional understanding is not wholly 
groundless and that the historical 
background of insurance and_ the 
practical requirements of the business 
suggest support for the majority. 


Compensation Laws 


(Continued from Page 15) 


creased liberality, both of coverage 
and benefits, and much has been done 
in the way of administrative reforms. 
Human beings, expressing them- 
selves through legislative and admin- 
istrative machinery, determine the 
content and application of the laws. 
They will, therefore, always be im- 
perfect, but it is not too much te 
hope that continued experience and 
study will bring about an elimination 
of the more illogical and serious de- 
partures from the basic principle. 


Editorial 


(Continued from Page 6) 


the stock companies and make neces- 
sary their entire reorganization, even 
though it spares the companies them- 
selves. At the same time the stock 
executives realize that they have an 
insurance organization which is built 
for a much larger premium volume 
than it is handling at present. The 
declines of the past four years have 





made the machinery creak alarmingly 
and any further losses in premium 
volume to the mutual companies will 
almost make necessary a thorough 
reorganization. 


HOSE few wiser heads who look 

far into the future see in the 
steady advance of the mutuals more 
than an immediate reduction in pres- 
ent profits. They realize, as thinking 
men must, that the progress of the 
mutual companies can very aptly be 
compared to that of a steadily rising 
river. Each year that the mutual com- 
panies gain in size, in strength, in 
reputation, their appeal to the general 
public grows. It is far easier to sell 
mutual insurance now than it was five 
years ago. Agents are eager to rep- 
resent a mutual company. More and 
more the public is realizing that in 
both the fire and casualty fields the 
mutual companies can provide pro- 
tection and service which equals, if it 
does not surpass, that of any stock 
carrier. Stock executives look not 
ten nor twenty, but thirty or forty 
years ahead. They see clearly that 
unless something can be done to stem 
the tide now, all efforts to arrest its 
sweep ten years from now will fail. 
And so, on a hundred battle-fronts, 
before agents and executives, they 
make their speeches and arm their 
followers with faulty arguments, un- 
doubtedly knowing in their hearts 
that their efforts are doomed to fail- 
ure. 








Treat for Hubby 
Wifie—“T’ve bought you a_ beautiful 
surprise for your birthday—it has just 
arrived.” 
Husband—‘“T am curious to see it.” 
Wifie—“Wait a minute and I will put it 
on.”—Passing Show. 





Reward of Shivers 
Chivers—“I take a cold shower every 
morning.” 
Williams—“Why brag about it ’ 
Chivers—“Gosh, that’s why I take it!” 
- Judge. 


Might Mislay the Equator 

FaTHER—“Why were you kept in at 
school ?” 

Son—“T didn’t know where the Azores 
were.” 

FatHER—“Well, in the future just re- 
— where you put things."—The Gas 
ine, 


Master-Mind 
The bridegroom was in a poetic frenzy 
as he strolled along the seashore. “Roll 


on, thou deep and dark blue ocean, roll,” 
he recited to his bride. 

“Oh, Gerald,” she exclaimed, “how won- 
derful you are. It’s doing it.’—Exchange. 
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Thousands have said: 


SERVICE 
OFFICES 


Atlanta, Ga. 
Boston, Mass. 
Chicago, Ill. 

Dallas, Texas 
Detroit, Mich. 
Duluth, Minn. 
Indianapolis, Ind. 
Los Angeles, Calif. 
Milwaukee, Wis. 
Minneapolis, Minn. 
Newark, N. J. 
Owatonna, Minn. 
Portland, Ore. 

St. Paul, Minn. 

San Francisco, Calif. 
Stevens Point, Wis. 
Toronto, Ont. 


Winnipeg, Man. 


YES! 


During the first five months of this year thousands of 
policyholders have shown their confidence in the 
Federal Mutuals by renewing their policy contracts. They 
appreciate the sound protection, service and savings that 
the companies in this group have given select property 


owners from coast to coast. 
In renewing their policies they have said: 
“YES, we are pleased with your . . SERVICE” 


“WE are convinced that your companies are SOUND” 
“WE appreciate your dividend . . SAVINGS” 





FEDERAL 


HARDWARE & IMPLEMENT 


Hardware Mutual Fire Ins. Co. of Minnesota 
> hee eae ea . » Minneapolis, Minn. 


Hardware Dealers Mutual Fire Insurance 


Co. 

- + « « « « Stevens Point, Wisconsin 
Minnesota Implement Mutual Fire Insurance Co. 
ke kere? es te ee Owatonna, Minnesota 






























MUTUAL INSURANCE EXECUTIVES 
3 


GENTLEMEN: 


1933 has confirmed your faith in Mutual Insurance. 


Are you placing your reinsurance in a Mutual Company ? 


CASUALTY REINSURANCE .. . 


Security Mutual Casualty Company of Chicago, 
Founded 1913. 


FIRE REINSURANCE .. . 


Lumber Mutual Fire Insurance Company of Boston, 


Founded 1895. 


WE INVITE INQUIRIES 


€ 


EXCESS UNDERWRITERS, INC. 
90 John Street New York, N. Y. 


A. SHIRLEY LADD, Manager Fire Department 
J. P. GIBSON, Jr., General Manager 
































